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June 25, 1998 

DRAFT MEMORANDUM FOR EOP PRINCIPALS MEETING 

FROM: 

SUBJECT: 

??? 

BENCHMARKING THE NRC-BASED INCOME AND POVERTY 
MEASURES 

As discussed at the last EOP Principals meeting, in early 1999 the Census Bureau will publish an 
analysis of alternative measures of poverty based on the proposals contained in the 1995 National 
Research Council (NRC) report, Measuring Poverty: A New Approach. Because OMB is the 
statutory arbiter of the "official" poverty measurement methodology, the Census Bureau has 
asked for advice on the proposed alternative measures to be highlighted (among many that will 
be published as part of the analysis). Currently, the Census Bureau plans to benchmark all of its 
highlighted poverty estimates to a recent (likely 1997) poverty rate. (Note, however, that non­
benchmarked estimates will appear in the analysis portion of the report.) 

The purpose of this meeting is to decide whether we want to advise Census to highlight a few 
series that are not benchmarked, to advise that only benchmarked estimates be highlighted, or 
simply to remain silent on the issue (which will likely result in only benchmarked estimates 
being highlighted). This decision does not settle the issue of whether we should not benchmark 
the official poverty measure, but it would make selecting a non-benchmarked alternative more 
difficult. 

In order to develop fully the issues involved, this memo has two parts. The first part explains the 
concept and presents the pros and cons of benchmarking. Much of this information was 
contained in the background memo for the last Principals meeting, however we include it here 
for ease of access. The second part outlines the potential implications of advising the Census 
Bureau to highlight some series that are not benchmarked. 

Part I: Background on Benchmarking 

Poverty measurement involves two concepts: (1) a definition offamily resources, and (2) a 
"threshold" against which resources are compared to determine if a family is poor. The NRC 
panel recommends basing the threshold on expenditures on "necessities" (food, shelter, and 
clothing) plus a little more. However, the NRC panel cautioned that setting the level below 
which a family is considered poor is more of an art than a science. The panel therefore suggested 
a range of alternatives and left it to policymakers to determine the most appropriate levels. 
Specifically, the NRC panel recommends selecting the 30th to 35th percentile in the distribution 
of annual expenditures on food, shelter, and clothing among families of four (two adults and two 
children), and then multiplying this expenditure level by between 1.15 and 1.25. Thresholds for 
other family sizes and types W'ould be determined by an equivalency scale calculation. 

Because there is some discretion in the setting of the poverty threshold, Table I shows poverty 



rates between 1991 and 1996 using the current methodology (column 1) and using three 
alternative ways to determine the threshold for the NRC experimental measure -- one 
benchmarked and two not benchmarked: 
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• The "Benchmarked" measure is the NRC measure benchmarked to the 1996 poverty rate; 
in this case the thresholds are "backed out" by first setting the new aggregate poverty rate 
to the current rate and then setting the thresholds at the level that achieves this rate given 
the new resource definitions. In this case, the threshold falls to approximately the 25th 
percentile in the distribution of expenditures. 

• The "NRC Experimental (midpoint)" (column 3) is based on selecting approximately the 
32.5 percentile in the distribution of annual expenditures and then multiplying this 
expenditure by approximately 1.2 -- the midpoints of the NRC recommendations; 

• The "NRC Experimental (lower bound),' (column 4) is based on selecting the 30th 
percentile in the distribution of annual expenditures and then multiplying this expenditure 
by 1.15 -- the lower bound ofthe NRC recommendations; 

Both the NRC Experimental "midpoint" and "lower bound" estimates would not match the 
current overall poverty rate and thus would be considered "not benchmarked." 

It is important to understand that benchmarking only assures that the aggregate poverty rate is 
identical for the official and the alternative measure in the benchmarked year. However, the 
distribution of poverty among subgroups will change whether or not the estimates are 
benchmarked (see Table 2). In general, working families and families with large out-of-pocket 
medical expenses would more likely be measured as poor, and nonworking families with 
substantial in-kind benefits would less likely be measured as poor with the NRC experimental 
series. This would have geographic as well as subgroup poverty rate implications. For example, 
even though the relative proportion of poor who are Black declines under both alternatives (not 
shown in Table 2), the estimated Black poverty rate falls with benchmarking but rises or stays 
constant with a non-benchmarked measure. Similarly, both historical and future trends would 
differ. For instance, the benchmarked measure would be identical to the current rate in 1996 but 
higher in 1991. (The faster fall using the alternative measure is largely due to the expansion in 
the EITC.) 

Pros and Cons of Benchmarking and Not Benchmarking 

Pros of benchmarking: 
• May provide an easier transition to the new official measure of poverty because there will 

not be a change in the overall level of poverty. (Critics, of course, will still charge that 
this level is arbitrary.) In addition, with a benchmarked measure it may be easier to 
implement changes in the poverty guidelines issued by HHS for program purposes. 

• Focuses the arguments on the relative distribution of who is poor rather than on how 
many people are poor; experts would say that the results on the distribution of who is 
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poor are more objective and scientific than those on the total number of poor. 

Cons of benchmarking: 
• Violates the NRC recommendation that the threshold should be based on the 30th-35th 

percentile in the expenditure distribution. In order to benchmark, the threshold falls to 
about the 25th percentile of expenditures on food, shelter, and clothing. This may cost us 
the political cover of following a nonpartisan expert panel, and may raise questions of 
motive. 

• Will highlight the distributional consequences of moving to an NRC-based alternative 
more clearly than under the non-benchmarked alternatives (although they have the same 
distributional consequences); for instance the poverty rate for some groups would fall in 
absolute terms with benchmarking. 

• There is a perceived illogic in using an overall poverty rate from a method we say is 
flawed to determine a key part of a methodology we say is better. 

Pros of not benchmarking: 
• Incorporates the recommendations of the NRC panel, based on their professional 

judgement from the best available evidence (though, as noted, this judgement is 
subjective), and therefore provides some limited political cover. 

Cons of not benchmarking: 
• Results in a higher poverty rate (although the trends over time are similar.) 

Part II: Key Decision for this Meeting 

There are basically three options: (I) Advise the Census Bureau to highlight some non­
benchmarked estimates along with benchmarked estimates; (2) Actively advise the Census 
Bureau to highlight only benchmarked estimates; (3) Remain silent on the issue (with the likely 
result that Census will only highlight benchmarked estimates). 

Pros of advising the Census Bureau to highlight some non-benchmarked estimates 
• Keeps the option of non-benchmarked estimates in the public dialog, which may preserve 

the option of not benchmarking when and if we decide to move to a new official measure 
of poverty. 

• Narrowing the range of options in any dimension may be perceived as moving us closer 
to a final decision, and might limit our flexibility. 

• The Census report may appear more credible if it includes a non-benchrnarked 
alternative, given that the NRC's recommendation did not involve benchmarking. 
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• Ifwe decide to change to an NRC-based measure as the official measure of poverty and if 
we decide to benchmark the official measure, it may make the change look small 
compared to selecting the non-benchmarked alternative. It gives us an ability to look 
"reasonablt:" by adopting a less extreme change. 

Cons of advising the Census Bureau to highlight some non-benchmarked estimates 
• Even if we're not certain that we want to change the official measure of poverty, we may 

be held accountable for estimates that poverty is really higher than the current rate. 

• Even if the non-benchmarked estimates are simply among those highlighted, people 
could focus on them and create an "uproar." Alternatively, some of our traditional allies 
may like the non-benchmarked estimates and feel abandoned should we ultimately 
choose to benchmark. 

Pros of advising the Census Bureau to highlight only benchmarked estimates 
• It may raise less ofa political "uproar." This would be particularly valuable if we believe 

we are likely to benchmark any new official measure anyway. 

Cons of advising the Census Bureau to highlight only benchmarked estimates 
• It may make it more difficult not to benchmark in the future. 

• If Census does not closely follow the NRC recommendation, it may appear that they had 
been inappropriately influenced by political considerations, particularly since non­
benchmarked estimates are already in the public domain. 

Pros of remaining silent on the issue of benchmarking 
• Given that, at this point, Census plans to only highlight benchmarked estimates this 

contains all of the advantages of advising Census to only present benchmarked estimates 
outlined above. 

• In addition, it may give us political cover by allowing another, independent statistical, 
agency to make the judgement about how the level of poverty should be determined. 

Cons of remaining silent on the issue of benchmarking 
• Likely (because Census currently plans to only highlight benchmarked estimates) 

contains all of the cons of advising Census to present only benchmarked estimates. 

• We may not want Census to make the decision that non-benchmarked estimates will not 
be highlighted without our input. 
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Table I. Poverty Rates and Thresholds under Alternative Measures. 1991-96. CPS 

Official Benchmarked NRC NRC 
measure to 1996 Experimental Experimental 

(midpoint) (lower bound) 

Poverty Rates 
1991 14.2 14.5 18.9 16.7 
1992 14.8 15.3 19.6 17.4 
1993 15.1 15.7 20.2 18.0 
1994 14.6 14.7 19.0 16.8 
1995 13.8 13.8 18.2 16.0 
1996 13.7 13.7 18.0 15.8 

Thresholds for 2 adults 
and 2 children (in dollars) 

1991 13,812 11,891 13,891 12,883 
1992 14,228 12,249 14,309 13,270 
1993 14,654 12,616 14,738 13,668 
1994 15,029 12,938 15,115 14,018 
1995 15,455 13,305 15,543 14,415 
1996 15,911 13,698 16,002 14,840 
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Table 2. Poverty Rates under Alternative Measures. 1996. CPS 

Official Benchmarked NRC NRC 
measure to 1996 Experimental Experimental 

(midpoint) (lower bound) 

All persons 13.7 13.7 18.0 15.8 

Children 20.5 18.1 23.8 20.9 
Nonelderly adults 11.4 11.5 15.0 13.2· 
Elderly 10.8 15.6 20.4 18.0 

White 11.2 11.8 15.6 13.7 
Black 28.4 25.2 32.0 28.5 
Hispanic origin 29.4 28.5 37.7 33.1 

One or more workers 9.5 10.0 13.6 11.8 

Persons in family of type: 
Married couple 6.9 7.8 II.! 9.5 
Female householder 35.8 32.3 40.4 36.3 

Geographic regions: 
Northeast 12.7 14.3 18.8 16.5 
Midwest 10.7 10.3 13.8 12.1 
South 15.1 14.2 18.3 16.2 
West 15.4 16.1 21.0 18.5 

Metropolitan/Central City 19.6 19.2 24.7 21.8 
Not Central City 9.4 10.6 14.1 12.4 
Nonmetropolitan 15.9 13.5 17.5 15.5 
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June 18, 1998 

TO: Poverty Measurement Working Group 

FROM: Rebecca Blank 

Because I thought there were still some misunderstandings in our meeting last Tuesday, I want to 
provide a little background information and make a suggestion about how OMB should proceed 
as it puts together some simulations of program effects. 

Let me start with two comments that I believe might need clarifying: 

(I) The primary way in which changes in the poverty measurement will affect program spending 
is through changes in the Guidelines, the simplified poverty thresholds published by HHS. In 
fact, most programs (and ALL the big programs) that are tied in any way to poverty 
measurement are tied to the Guidelines. Since the Guidelines are NOT the same as the poverty 
thresholds used by Census to calculate the actual poverty rate, but are tabulated by HHS and 
include a variety of changes to those thresholds, it is impossible to simulate the program effects 

~ I of a change in poverty measurement without making some assumptions about what sort of 
~ J Guidelines HHS would issue under an alternative measure of poverty. 

(2) There is no consistency across programs in how family income and eligibility is calculated. 
In fact, it's quite amazing how very inconsistent even quite similar programs are. Programs 
have dealt with the fact that they care about different income levels and concepts in part by using 
different multiples of the poverty guidelines as part of their eligibility determination -- some 
programs use 100%, some use 135%, some use 185%, etc. This means that conceptually it 
really doesn't matter what the guidelines are because programs can always use whatever multiple 
they find most convenient. Of course, in the real world, programs have specifically enacted 
legislation that commits them to (say) setting the upper level of eligibility at households whose 
countable income for that specific program is below 135% of the Guidelines. These specific 
program rules are hard to change in the short run. 

However, most programs use a measure offamily income that is much closer to "cash income" 
than to the "foil income" measure proposed by the NRC for an improved measure of poverty. 

(3) Programs are currently designed to use the existing Guidelines which assume family income 
is defined as cash income. This suggests that at least one simulation we want to do is the. 
following "What are the program effects of a change in the poverty measure, if we translate the 
alternative poverty thresholds (based on full income) into poverty thresholds that are closer to the 
cash income concept utilized by the programs and use this "cash equivalent threshold" to 
establish the Guidelines?" This essentially means recalculating the alternative thresholds to 
"back out" the concepts not included in cash income. Specifically, one would take the 
alternative thresholds (designed to be compared to "full income") and add back in average child 
care and work expenses, MOOP, and taxes and subtract off average in-kind benefits. This gives 
you the cash-equivalent threshold implied by the alternative threshold. 



Now comes a key point that I felt wasn't understood in Tuesday's meeting: One of the Pros of 
utilizing a benchmarked poverty rate is that the cash equivalent value of the alternative 
thresholds under benchmarking must of necessity be very close to the current Guidelines. This is 
because of the way benchmarking works -- the thresholds are the residual calculation once you 
use a specific definition of family income and set an aggregate poverty rate. Essentially, the 
thresholds under benchmarking are the poverty line that, given a definition of "full income", 
results in the current poverty rate. If I were to ask "what is the cash equivalent to those 
thresholds that provides the same poverty rate?" this must result in an answer very closer to the 
current Guidelines since the current poverty line is a cash income threshold that results in the 
current poverty rate. There's no funny business here. It must be true mathematically that, if we 
say "We want the cash equivalent threshold implied by the alternative thresholds being used in 
our new measure of poverty" and if those thresholds are coming from a benchmarked alternative 
measure, then the cash equivalent thresholds will be very close to current poverty lines. 

This suggests there are probably four program simulations that OMB wants to focus on: 

1. Take the thresholds that result from a benchmarked alternative poverty measure and assume 
they are blindly turned into Guidelines and calculate the program effects absent any other 
program changes. 

2. Take the thresholds that result from a benchmarked alternative poverty measure and assume 
they are translated into their cash equivalent values and these cash equivalent values are used to 
set the Guidelines (i.e., we try to produce Guidelines that reflect current program needs.) 

3. Take the thresholds that result from a non-benchmarked alternative poverty measure (i.e., the 
18% poverty rate calculated as the NRC alternative, or something close to it) and assume they 
are blindly turned into Guidelines and calculate the program effects absent any other program 
changes. 

4. Take the thresholds that result from a non-benchmarked alternative poverty measure and 
assume they are translated into their cash equivalent values and these cash equivalent values are 
used to set the Guidelines (i.e., we try to produce Guidelines that reflect current program needs.) 

Final note: Both procedures 2 and 3 are going to result in new Guidelines very close to the 
current Guidelines and hence lead to quite small program changes, even in the absence of any 
change in program rules or regulations. (This is true for ·procedure 3 only because -- quite by 
accident -- the "full-income' thresholds that result from the alternative NRC poverty calculation 
are very close to the current poverty line.) I think procedure 2 is much more defensible than 
procedure 3, but leaving arguments over the merit aside this does suggest that there are quite 
feasible calculations that are very conceptually defensible and that will result in only small 
program changes and may require no adjustments to the program rules. Without prejudging at all 
what our future recommendations might be, this is an important piece of information. 

(All of this ignores changes in the composition of the poor that will result in changes in the 
distribution of benefits across groups regardless of how the Guidelines are defined -- This is 
obviously also a very important issue, but separable from the Guidelines issue discussed above.) 
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I. Summary 

Report on Poverty Measurement 
Outline 

II. Introduction 
A. Background of National Academy of Sciences Report 
B. Plan of this report 

III. Marginal effects on poverty rates using CEX for thresholds and CPS for resources: 1997 
A. Experimental thresholds with official resources 

1. Equivalence scales 
2. Geographic adjustments 

B. Experimental resources with official thresholds 
1. Food stamps and school lunch 
2. Housing subsidy valuation 
3. Energy assistance 
4. Work expenses including child care 
S. Taxes 
6. Medical care 

C. Resources and thresholds redefined 
1. Owner-occupied housing 
2. Unit of analysis 

D. Updating thresholds over time 

IV. "Combination" measures 
A. For each "combination" measure 

1. Poverty measures by subgroup 1997 
2. Time series estimates 1990-1997 

v. Data issues 
A. SIPP 
B.CEX 
C. Decennial census and American Co=unity Survey 
D. Other surveys 

VI. SummarylFuture Research 

VII. Technical Appendix 
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TABLE SHELL PLANS 

Section III. Marginal Effects: 

Each sub-section within section III of the report outline will include a table presenting poverty 
rates for all persons under the official measure and under each individual variation measure. The 
variations in 1I1.A. on the thresholds will be compared to official money income to compare the 
effect on poverty rates, and the variation in III.B. on the resource side will be cOInpared to the 
official thresholds. The variations presented in section 1I1.e. require adjustments to both 
thresholds and resources. 

Each set of estimates will represent one variation on the official measure. The following page 
presents the planned tables listing the measures that will be examined. Sub-sections may include 
additional tables needed to elucidate particular issues, however, most detail will be included in 
the technical appendices. 



Section III. Tables Planned 
A. Thresholds 

Table A 1. Number Poor and Poverty Rates: 1997 

Official Measure 

Equivalence Scales 

Using (adults + p • children)'" 
f=0.65 p=0.70 
f=0.75 p=0.70 
f=0.70 p=0.70 
f=0.50 p=1.00 
f=0.65 p=0.85 
f=0.66 p=1.00 

Betson Scale 
Canadian Scale 

Geographic Adjustment 

NAS Geographic Adjustment 

Poor 
Number 

-----------
Percent 



B. Resources 

Table B1. Number Poor and Poverty Rates: 1997 

Official Measure 

Foodstamps and School Lunch 

With foodstamps 
With school lunch 

Housing Subsidies 

Valuation methods: 
1985AHS 
1997 AHS 
Modell 
Model II 
FMRs 

Energy Assistance 

With energyassistance 

Work related expenses including child care 

Child care expense only - NAS model 
Childcare expense only - medians 
Other work-related expenses only 
All expenses - child care NAS model 
All expenses - child care medians 

Taxes 

Social Security Taxes 
Federal Income Tax 
+EIC 

State Income Tax 
All taxes 

Medical Care 

Deducting MOOP 
Adding fungible value of Medicaid 
Adding fungible value of Medicare 

Number 
Poor 

Percent 



C. Both Thresholds and Resources 

Table C1. Number Poor and Poverty Rates: 1997 

Official Measure 

Owner occupied housing 

Thresholds by housing tenure 

Unit of analysis 

Cohabiting couples 
Housemate/Roomate 
Household 

Number 
Poor 

Percent 



TABLE SHELL PLANS 

Section IV. Combination Measures: 

There are several tables planned here. There will be three (or four) combination measures 
selected, which combine many of the dimensions examined in section III in different ways, for 
illustra~ion. We begin with a general table showing poverty rates for combination measures for 
several summary subgroups. Another table shows the distribution of the poverty population 
relative to the total population under the different measures. Next is a table with more detail, 
fmer age groups, education status, and other selected characteristics. The final set of tables will 
display time-series estimates of all combination measures. 



Section IV. Combination Measures 

Table 1. Poverty Rates: 1997 

Official 
Measure 

Experimental Measures 
Exp1 Exp2 Exp3 

------------------------------.--------------------------
All persons 

Children 
Nonelderly adu~s 
Elderly 
White 
Black 
other 
Hispanic origin 
No workers 
One or more workers 
In family of type: 

Married couple 
Male Householder 
Female Householder 

Geographic regions: 
Northeast 
Midwest 
South 
West 

Metropol~an Area 
Central c~ 
Not central c~ 

Nonmetropol~an Area 

Table 2. Distribution of the Population: 1997 

All 

Children 
Nonelderly adu~s 
Elderly 
Wh~e 

Black 
other 
Hispanic originJ2 
No workers 
One or more workers 
In family of type: 

Married couple 
Male householder 
Female Householder 

Geographic regions: 
Northeast 
Midwest 
South 
West 

Metropol~an Area 
Central c~ 

Not central c~ 
Nonmetropol~n Area 

Total Population Poverty Population 

Official Measure Experimental Measures 
Exp1 Exp2 Exp3 



Section IV. Combination Measures 

Table 3: Poverty Rates by Detailed Characteristics: 1997 

All persons 

Age groups 
Less than 3 years 
3t06 
6 to 12 
12 to 18 
18 to 22 
22 to 45 
45 t055 
55 to 60 
60 to 65 
65 to 75 
75+ 

Race/origin 
White not Hispanic 
White Hispanic 
Black not Hispanic 
Black Hispanic 
Other not Hispanic 
Other Hispanic 

FamUysjze 
One person 

2 
3 
4 
5 
6 
7 
8 
9 

10+ 

Marital status 

Official 
Measure 

Married spouse present 
Married spouse absent 
Widowed 
Divorced 
Never married 

Gm!lIer 
Male 
Female 

Education 
No high school diploma 
High school diploma 
Some college 
College degree 

Foreign bom 
Native 
Naturalized citizen 
Not a citizen 

Experimental Measures 

EXP1 EXP2 EXP3 
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Section IV Time Series 

Table 4: Poverty Rates: 1990 to 1997 

Official poverty measure 

All persons 

Children 
Nonelderty adults 
Elderly 
White 
Black 
Other 
Hispanic origin 
No workers 

1990 

One or more workers 
In family of type: 

Married couple 
Male Householder 
Female Householder 

Geographic regions: 
Northeast 
Midwest 
South 
West 

Metropolitan Area 
Central city 

Not central city 
Nonmetropolitan Area 

1991 1992 1993 1994 

Experimental measures - controlled to 1997 rate for all persons 

All persons 

Children 
Nonelderly adults 
Elderly 
White 
Black 
Other 
Hispanic origin 
No workers 

1990 

One or more workers 
In family of type: 

Married couple 
Male Householder 
Female Householder 

Geographic regions: 
Northeast 
Midwest 
South 
West 

Metropolitan Area 
Central city 

Not central city 
Nonmetropolitan Area 

1991 1992 1993 1994 

1995 1996 1997 

1995 1996 1997 
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Food Stamp Program 

ChIld nutrttlon programs. Including the 
National SchooIlunc:fl Program, IChooI 
breakfasts. summer food IeMot program 
for chIdten, and child and adult CIInI -. 

Community O' .... lopment Block Grant 

Rum de •• Iop; ... d prograntS,loduding 

dired .nd guaranteed loans for: single 
and muMamiIy housing, community 
ladlilies, water and wasl_liter tr ... trnenl 
facilities, end twal businesses liS _n as 
supportng grants for all loan types and 
...... M ..... 

lnaouetaY' 
(minions) 

101,2GO 

BEA c:stegory Poverty ttnshot6s ,factor In allocatlons 
to states Of' other gn""'? 

mandaIOf)' No. Spending MpendS on the number of 
eligible appIicInts. 

Is tills by Pov.t1y gill_lines a factor In 
statute? lIiglbUity of families and Indlvtdua'.? 

not A lubset of I'ICipients, mainly children, 
applicable are eligible HSed on lamity Income 

under 133 percent of poverty (pntgnant 
women, infants and c:Ncnn under 6), or 
100 percent of poverty (other children) 

Is this by 
staM,? 

,... Stal .. apply inc:ome Mel COI"ISistent 
with their cash weIfartI ptOgIW'ns lor 
families with chIkhn, or with SSI. 
HowtYef, ctatel !My appty men IibtnI 
deductionS to covet pntgnant woman 
and chiIdrIn. 

I. thI, by ........ , 
,... 

....... ,,.. 

Senaltlvtty to change In poverty 
measures 

Because lui ~ '" -.iI,IM up 
10 the Income eeMing, chanoes 10 
poverty guidelines could Ni .... 
5IgnIIIc:ant eos! and paI1icipation ....... 

22 .... ,6 mandalory No. Spending depends on the number 01 
eligible applicants. 

rool Family gross inc:lotM musllMl below 130 yes The following ara II.IbtrKted from grvss yes Additklnal 'nalysis is needed to size ....... 

8,796 No. Spending depend. on the r.Jmber of 
~ sppIicant3. 

applicable percent of poV'8l1y and net nc:ome (after 
deductions) must be below 100 percent 
ofpoyerty. 

Children with famity Incornrts below 130 
percent of !he guidelines rec.iYe free 
meals. ThoSI with irIC:Ome. between 
130 percent and 185 percent receive 
meals lIa reduced price. 

7.229 disc:nl1ionaty Aaoc.tion to Stat .. based on CCMlIy-IeYeI yes 
c:oura of d'IidrwI -o-d ~ 17 ..no .. : 11 In 

.... 989 discntlionary 

""""",,", ....... ""'""""" loans, ancIloan 
guarantees of 
7,706 in 1998 

poor families, based on the most recent 
cle<:enniaf census; 2) families receiving 
TANF or SSI; 3) In certain institutions for 
MgIec:ted and delinquenl foster d'IiIdnIn. 

COBG aIoartions 10 States end entitlement 
comrrunities .. determined by the use of 
two fonnuIas. FOfTnUla A weights shaRI of 
poor at 50 pe~l. poputation at 25 percent. 
.nd overaowded housing at 25 percent. 
FormutII 8 weights the perc:ent.ge of 
housing units built befont 19CO at 50 
~ poverty at 30 ~ end 
popUation growth lag at 20 percent 

A st.te's share of the poor n.nI population is 
• factor In allocation of funds. 

yo. 

,.. 
'" 

,... 

reguI.Ir money Income: I" standard 
deduction ($13.41n 1996); b) 20 percent 
of oro" earnings; c) dependent eM! -

axpenses up 10 $2OOImonth per child 
under ege 2, $1751momth for other 
d'IiIdren; c) lor households with 

no< ""'_ -"" 
no< ""_ -
not 

noI_ -

"'" - Vwy sensitive: a cMnge In Ihe 
poverty guidelines !hat deaeased 
the number 01 dlikhn considered 
poor would deaelse Ihe number of 
dliIdr8n arnII'I!Iy eligible for frM 
meals, A change Ihat R:reased 

!he rumber 01 ctti'en c:onsicIInd 
poor woc.dd haYs t 

not Funding.utlject to appropriaIion. 
~ . Change In cIistr1bution 01 poor woukt 

char9I allocation. fl'lCl'UM In 
number 01 poor would mean IrTIIfIer 
proportion oIlIIgIbIes could be 
served at rurrent rund"1f1g. cntatlng 
~ preP\Q on appropriations. 

no< Finding subject 10 appropriation. - . Change" distribution of poor "MM:I 
change allocation. 

"" Fining IUbjIct to~. - Chrnge In distribution of poor woukt 
chang •• 1Iocation. 
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July 20, 1998 

Impacts of NRC poverty measure on allocation of grants among States 

The attached sheets present hypothetical impacts on grants to States from 
adopting the poverty measure recommended by the National Research Council 
in its 1995 report, Measuring Poverty: A New Approach. The' impacts are 
generated by comparing State shares of the 1996 poverty population calculated 
by the current thresholds and by the proposed new thresholds. With most grant 
programs, poverty is only orie factor in allocation formulas. So the hypothetical 
impacts on grant funds on the following sheets reflect only the portions of 
program funds that are determined by poverty shares. Several other 
qualifications need to be kept in mind. 

"Benchmark" NRC thresholds with no interarea variation: These comparisons 
employ what are being termed the "benchmark" NRC thresholds, meaning the 
ones that yield the same overall national poverty rate for 1996 as the official 
poverty measure. One NRC recommendation, that the thresholds vary by 
geographic location, was not employed. Other tables are available which show 
the State-level effects of this recommendation on the distribution of the poverty 
population. 

Datasets for State-level poverty determinations: The dataset employed for the 
comparisons is the March 1997 Current Population Survey that provides 
demographic data as of the March 1997 interview date, and income data for 
calendar year 1996. The CPS is not designed to provide state-level estimates, 
so the simulated poverty count or rate for particular states, especially small 
states, .are subject to significant sampling error. However, because the 
comparisons of poverty calculated with different thresholds both use the same 
dataset, we can have confidence in the direction and whether the magnitude of 
the changes resulting from adopting the NRC thresholds is small or large. 

Most of the programs simulated on the attached sheets use decennial census 
data in their allocation formulas in order to get more accurate State-level counts 
of the poor. In the past, the decennial census has asked about family 
composition and pre-tax money income, the factors needed to make poverty 
determinations under the current measure. It is already too late to modify the 
2000 decennial census to obtain information sufficient for the more complex NRC 
measure of poverty. It is hoped that the American Community Survey, an 
ongoing survey intended to replace the decennial census long-form, can be 
made suitable to provide State-level poverty counts reflecting the NRC 
recommendations. 

" 
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Allocation of Title I basic grant funds among states 
poor children aged 5 to 17 NRC "benchmark" change in 1998 

official poor without change in basic grants 
poor interarea variation shares (millions) 

Maine 0.29% 0.40% 40.2% 6.7 
New Hampshire 0.15% 0.25% 62.8% 5.6 
Vermont 0.20% 0.22% 7.8% 0.9 
Massachusetts 1.54% '.59% 3.3% 3.0 
Rhode Island 0.19% 0.21% 8.7% " '.0 
Connecticut 1.69% '.73% 2.4% 2.3· 

New York 8.87% 7.88% -11.2% (58.') 
New Jersey '.96% '.8'% -7.5% (8.6) 
Pennsylvania 3.66% 3.94% 7.7% '16.4 

Ohio 3.72% 3.66% -1.8% (3.9) 
Indiana 0.84% '.24% 48.2% 23.6 
Illinois 4.02% 3.62% -10.0% (23.5) 
Michigan 3.04% 3.'4% 3.5% 6.3 
Wisconsin 1.13% 1.43% 26.1% 17.3 

Minnesota 1.36% 1.12% -17.3% ('3.8) 
Iowa 0.72% 0.80% 11.1% 4.7 
Missouri 1.29% 1.64% 27.2% 20.5 
North Dakota 0.14% 0.'2% -'2.0% ('.0) 
South Dakota 0.18% 0.24% 35.5% 3.7 
Nebraska 0.43% 0.45% 4.8% '.2 
Kansas 0.58% 0.55% -5.9% (2.0) 

Delaware 0.18% 0.'9% 0.6% 0.' 
Maryland 1.39% 1.49% 7.8% 6.3 
District of Columbia 0.33% 0.25% -24.6% (4.7) 
Virginia 1.85% 2.20% 18.8% 20.4 
West Virginia 0.61% 0.66% 8.2% 2.9 
North Carolina 2.38% 2.87% 20.7% 28.9 
South Carolina 1.59% 1.63% 2.1% 2.0 
Georgia 2.90% 2.52% -13.3% (22.7) 
Florida 4.81% 5.18% 7.8% 2'.9 

Kentucky 2.05% 2.25% 9.5% ".5 
Tennessee 2.42% 2.65% 9.4% 13.4 
Alabama 1.74% 2.0'% 15.9% '6. , 
Mississippi 1.69% 1.84% 9.0% 8.9 

Arkansas 1.09% 1.49% 36.7% 23.5 
Louisiana 2.48% 2.25% -9.3% ('3.5) 
Oklahoma 1.84% 1.82% -",% ('.2) 
Texas 8.96% 9.09% 1.5% 7.8 

Montana 0.49% 0.61% 25.2% 7.2 
Idaho 0.42% 0.52% 24.4% 5.9 
Wyoming 0.10% 0.'3% 28.0% '.7 
Colorado 0.96% 0.96% -0.8% (0.5) 
New Mexico 1.39% 1.36% -2.8% (2.3) 
Arizona 3.12% 2.72% -12.8% (23.3) 
Utah 0.42% 0.34% -19.4% (4.8) 
Nevada 0.27% 0.42% 54.7% 8.6 

Washington 1.65% 1.59% ·3.3% (3.2) 
Oregon 1.17% 1.51'% 28.2% 19.4 
California 15.20% .'3.'2% -13.7% ('2'.5) 
Alaska 0.18% 0.'0% -43.'% (4.4) 
Hawaii 0.35% 0.23% ·32.4% (6.5) 

Source: Bureau of the Census dataset that will be used in experimental poverty report on NRC recommendations. Note that 
the Current Population Survey which is the input data to the dataset does not have a sample designed to prOvide 
state-level estimates for all states. Small state values on the table are particularly likely to vary from those shown. 

Note: Changes in $6.098b basic grants are approximations using state shares. In practice, funding to states reflects per-pupil 
expenditures in counties, as well as poor children aged 5-17. Change in basic grants due to changes in poverty counts 
assumes that 96 percent of basic grants are determined by this factor. 
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Allocatfon of Head Start funde among etatee 
poor children 5 and younger NRC Mbenchmar1c;~ change in 1998 

official poor wtthout change in allocations 
poor interarea variation shares (millions) 

Maine 0.3% 0.4% 21.0% 1.3 
New Hampshire 0.2% 0.2% 0.8% 0.0 
Vermont 0.2% 0.1% ~12.2% (0.4). 
Massachusetts 1.6% 1.6% 3.0% 

~ 
1.0 

Rhode Island 0.3% 0.2% -34.6% (Q.1) 

ConnectiCU1 1.1% 0.9% -15.9% (3.7) 

NewYori( 7.4% 6.7% -9.0% (13.6) 
New Jersey 1.7% 1.8% 1.9% 0.7 
Pennsylvania 2.4% 2.1%' -11.7% (5.8) 

Ohio 4.2% 4.2% 0.6% 0.5 
Indiana 1.0% 1.3% 38.5% 7.6 
Illinois 4.3% 4.3% -0.8% (0.7) 
Michigan 3.2% 3.4% 5.5% 3.6 
'Nisconsln 1.4% 1.5% 12.2% 3.4 

Minnesota 1.1% 0.9% -11.6% (2.5) 
Iowa 0.7% 0.7% 6.4% 0.9 
Missouri 1.0% 1.1% 13.5% 2.6 
North Oakota 0.2% 0.1% -21.7% (0.7) 
South Dakota 0.2% 0.2% 9.2% 0.3 
Nebraska 0.6% 0.5% -23.6% (3.0) 
Kansas 0.9% 0.7% ~21.4% (4.0) 

Delaware 0.2% 0.2% 22.2% 0.7 
Maryfand 1.8% 1.5% -16.4% (5.9) 
District of Columbia 0.3% 0.2% ~1.8% (2.8) 
Virginia 1.8% 1.6% ~10.6% (3.9) 
West Virginia 0.7% 0.7% 1.9% 0.3 
North Carolina 2.3% 2.5% 5.5% 2.6 
South Carolina 0.6% 0.8% 28.0% 3.6 
Georgia 2.9% 2.9% -1.6% (0.9) 
Florida 5.5% 5.4% -0.4% (0.5) 

Kentucky 1.0% 1.2% 26.8% 5.3 
Tennessee 2.8% 2.4% -12.6% (7.1) 
Alabama 1.6% 1.8% 16.2% 5.2 
Mississippi 1.8% 1.6% -6.9% (2.5) 

Arkansas 1.3% 1.4% 5.4% 1.5 
Louisiana 2.6% 2.0% -22.8% (12.2) 
Oklahoma 1.6% 1.3% -16.2% (5.3) 
Texas 10.1% 9.8% -3.0% (6.2) 

Montana 0.5% 0.4% -4.8% (0.4) 
Idaho 0.4% 0.4% 8.3% 0.7 
Wyoming 0.2% 0.1% -29.9% (1.2) 
Colorado. 0.7% 0.7% -9.0% (1.4) 
New Mexico 1.5% 1.3% -11.1% (3.4) 
Arizona 3.0% 2.9% ~.2% (2.6) 
Utah 0.5% 0.5% 1.2% 0.1 
Nevada 0.4% 0.4% 16.4% 1.2 

Washington 1.9% 1.7% -10.4% (3.9) 
Oregon 0.9% 1.1% 27.3% 5.0 
California 17.1% 14.0% -17.8% (62.3) 
Alaska 0.2% 0.1% -45.9% (1.7) 
Hawaii 0.3% 0.2% -34.4% (2.4) 

Source: Bureau of the Census dataset that will be used in experimental poverty report on NRC recommendations. Note that 
the Current Population Survey which is the input data to the dataset does not have a sample designed to provide 
state-levei estimates for all states. Small state values on the table are particularly likely to vary from those showrl. 

Note: In 1998, 87 percent of $4,355 million was available for distribution to states. First, each State an amount 
equal to its 1981 allocation. Then two-thirds of the remainder was allocated based upon the number 
of poor children 5 years old or younger. Those are the funds on the table above. 
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W1C "fair share" funds: Infantl and children with family Incomes .... than 185 percent of poverty 
NRC "benchmark" change in 1998 

official poor without change in fair share 
poor inters rea variation shares (millions) 

Maine 0.29% 0.29% 2.2% 0.2 
New Hampshire 0.26% 0.31% 19.2% 1.5 
Vermont 0.18% 0.16% -9.4% (0.5) 
Massachusetts 1.73% 1.81% 4.B% 2.4 

" 
Rhode Island 0.26% 0.29% 11.4% 0.9 
Connecticut 0.86% 0.85% -1.7% (0.4)' 

New York 7.12% 6.BB% -3.3% (6.B) 
.New Jersey 1.74% 1.69% -2.9% .<1.5) 
Pennsylvania 2.6B% 2.91% 8.4% 6.7 

Ohio 4.18% 4.24% 1.4% 1.7 
Indiana 1.23% 1.73% 40.8% 14.7 
Illinois 3.90% 4.17% 6.9% B.O 
Michigan 3.16% 2.97% -6.1% (5.7) 
Wisconsin 1.52% 1.64% B.1% 3.6 

Minnesota 1.29% 1.45% 13.0% 4.9 
Iowa 0.95% 1.12% 17.4% 4.9 
Missouri 1.93% 1.69% -12.1% (6.8) 
North Dakota 0.14% 0.18% 24.8% 1.0 
South Dakota 0.24% 0.23% -4.7% (0.3) 
Nebraska 0.60% 0.61% 1.1% 0.2 
Kansas 1.09% 1.15% 5.3% 1.7 

Delaware 0.22% 0.20% -8.6% (0.6) 
Maryland 1.73% 1.79% 3.8% 1.9 
District of Columbia 0.26% 0.24% -8.0% (0.6) 
Virginia 1.91% 2.02% 5.6% 3.2 
West Virginia 0.65% 0.59% -9.1% (1.7) 
North Carolina 2.30% 2.43% 5.8% 3.9 
South Carolina 1.08% 1.17% 8.0% 2.5 
Georgia 2.89% 2.71% -6.1% (5.2) 
Florida 5.43% 5.33% -1.9% (3.0) 

Kentucky 1.24% 1.36% 9.3% 3.4 
Tennessee 2.31% 2.32% 0.2% 0.1 
Alabama 1.75% 1.84% 5.0% 2.6 
Mississippi 1.63% 1.55% -5.3% (2.5) 

Arkansas 1.51% 1.52% 0.4% 0.2 
louisiana 2.01% 1.86% -7.5% (4.4) 
Oklahoma 1.47% 1.46% -0.9% (0.4) 
Texas 9.71% 9.38% -3.4% (9.B) 

Montana 0.46% 0.43% -6.1% (0. B) 
Idaho 0.55% 0.53% -4.0% (0.7) 
Wyoming 0.21% 0.21% -2.2% (0.1) 
Colorado 1.00% 0.99% -1.2% (0.4) 
New Mexico 1.30% 1.24% -4.8% (1.B) 
Arizona 2.75% 2.50% -9.2% (7.4) 
Utah 0.74% 0.96% 29.7% 6.5 
Nevada 0.41% 0.45% 10.0% 1.2 

Washington 2.24% 2.18% -2.6% (1.7) 
Oregon 1.17% 1.27% B.2% 2.B 
Califomia 15.04% 14.41% -4.2% (1B.5) 
Alaska 0.19% 0.20% 2.3% 0.1 
Hawaii 0.46% 0.50% 7.B% 1.1 

Source: Bureau of the Census dataset that will be used in experimental poverty report on NRC recommendations. Note that 
the Current Population Survey which is the input data to the dataset does not have a sample designed to provide 

. state-level estimates for all states. Small state values on the table are particularly likely to V8rt from those shown. 

Note: Reflects 52.9b "fair share" funds. Other WlC "stabilization funds" are distributed based on prior year's allocations. 
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'tt. CHIP ",..nta unci ... cu~ powrty menan. and NRC "benchmartt," no Int.,..,... v.mtlon 
unI"","" uninsUf'l!ld 1998 CHIP grants pereentage 
d'llld~n chlldmn ..... omdol ""' omd. ""' of!Idal n~ cnange chenge to 

Ittss1lW12OO% leu than 200% ",,1_ 
_00 

_"" ..... ""'" sha~ share with nrc current grant 
of!Idal poverty NRC poverty (mlilians) (millions) (millions) 

M."" 2e,659 31,391 0._ 23,628 27,822 0.31'110 0.34'110 13.0 14.2 (1.2) 9.6% 
New Hamp.hI~ 11i1,937 24,975 0.976 19,"58 2.c.376 0.25'110 0.30'110 10.7 12.5 (1.8) 16.6% 

V."""" 3,370 3,370 0._ 2.900 2.900 0.04'110 0.04'110 I .• 1.5 0.1 .. '" 
Mauac:fllMtlI ".<001 101,082 1.0576 100,899 106,905 1.32'110 I._ 55.5 54.7 0 .• .1.4% 
Rhode Island ..... ....... 0 .... 6,556 ..'" 0.09% 0.08% 3 .• 3 .• 0.2 .. '" 
Conne<ti"" ., .... 63 .... 1.1237 71.532 71.916 0.94% 0.88% .. 39.3 36 .• 2.5 ... % 

New Yen .. 76,282 511,&47 1.0914 519,815 558.630 .. - •. - 11285.9 286.0 (0.1) 0.0% 
New Jersey 204,635 229,597 1.1241 230,031 258,090 3.01% 3.14% 126.5 132.1 (5.6) 4."% 

Penn_' 170,714 1n,162 1.0005 170,799 1n,251 2.23% 2.16% 93.9 9O.~ 32 -3.4% 

0!>I0 213,116 238,601 0.9617 204,954 229.'" 2.68% 2._ 112.7 117.6 (4.9) 4.3% 

I"""" n,818 80,820 0.9169 71,351 74,104 0.93% 0.90% 39.2 37.9 1.3 -3.3% 

mlnol. 1n,659 194,312 00092 175,740 192,213 2.30% 2.34'110 ".7 98.4 (1.7) 1.8% 

Michigan 122,210 123,137 1.0001 122,222 123,149 1._ I.so.. 67.2 63.1 .2 ~.2% 

"""""", 48,873 57,813 0.9229 45,105 53.350 0.59% 0.65% 24.8 27.3 (2.5) 10.1% 

M_ ...... 78,431 0.9675 66,655 73,947 0.87% 0._ 36.7 37.9 (1.2) 3.3% 
low. 51,502 61,228 0.8253 "2,504 50,531 0.58% 0.62% 23.4 25.9 (2.5) 10.7% 
Mluout 113,742 120,728 0.9075 103,221 109,580 1.35% 1.33% ... ".1 0.7 ·1.2% 
Nonh Ookoto 11,556 14,728 0.8587 9,923 12,647 0.13% 0.15% 5.5 '.5 (1.0) 18.6% 

SOUth Ookoto •. 205 9,454 0.8559 7,074 •. 092 0._ 0.10% 3.' '.1 (0.3) 6.5% 
Nebnlska 22,023 31,593 0 ...... 18,587 20,'" 0.24% 0.32% 10.2 13.7 (3.4) 33.5% 
Kanaas <8,320 49,288 0.8704 42,058 42,900 0.55% 0.52% 23.1 22.0 1.2 -5.1% 

OeI_a~ 20,353 22,189 1.0553 21,-479 23,416 0.28% 0.29'110 11.8 12.0 (0.2) 1.5% 
Maryland 79,002 82,815 1.0498 82,937 86,939 1.09% 1.09% 45.6 ".5 1.1 ·2.4% 
DI.tr1ct of Columbia 11,005 12,267 1.2857 14,1SO 15,n2 0.19% 0.19% 7 .• ..1 (0.3) 3.8% 
Virginia 130,080 133,846 0.9862 128,285 131,998 1.68% 1.81'110 70.6 67.6 3.0 ~.2'110 

weltlJlrglnla 21,892 23.885 0.8937 19,565 21.346 0.26'110 0.28% 10.8 10.9 (0.2) 1.6% 
North Carolina 217,536 241,493 0.9815 213,512 237,025 2.79% 2.89'110 117.4 121.4 (3.9) 3.3% 
South Carolina 152,157 152,157 0.9843 149,768 149.768 1.96% 1.82% 82.4 76.7 5.7 .. '" 
Georgia 202,499 228,500 0.9923 200.940 226,741 2.83% 2.76% 110.5 116.1 (5.6) 5.0% 
Florida 433.805 . 451,289 1.0366 449,769 467,896 5.88% 5.70% 247.4 239.6 7 .• -3.2% 

Kon""", 129,499 135,713 0.9146 118,439 124,123 1.55% 1.51% 85.1 63.5 I.' ·2.4% 
Temessee 242,909 208,184 0.9799 238,027 203,980 3.11% 2.48% 130.9 104.4 25.5 ·20.2% 
Alabama 106,259 108,585 0.951 101,052 103,265 1.32% 1.25% 55.6 52.9 27 ~.9% 

Mississippi 121.305 133,425 0.8675 105,232 115,746 1.38% 1.41% 57.9 59.3 (1.4) 2.4% 

Ai1UInlls 118,364 134,075 0.8871 105,001 118,939 1.37% 1.45% 57.8 60.9 (3.1) 5.4% 
LouIllana 215,408 227,668 0.8934 192,448 203,399 2.52% 2.48% 105.8 104.1 1.7 ·1.6'110 
Oklahoma 149,080 177,788 0.8588 128,030 152,682 1.87% 1.86% 70.4 78.2 (7.8) 11.0'lI0 
Texas 1,065,890 1,149,898 0.9275 988,613 1,086,530 12.93% 12.99% 543.8 548.0 (2.3) 0.4% 

Montana 22,321 23,607 0.8333 18,600 19,671 0.24% 0.24% 10.2 10.1 0.2 ·1.6% 
Idaho 31,098 32.713 0.8726 27,136 28,545 0.35% 0.35% 14.9 14.6 0.3 ·2.1% 
w,omlng 12,n3 11,315 0.8758 11,187 9,910 0.15% 0.12% .2 " 1.1 ·17.5% Cot_, 111,736 140,539 0 ..... 110,-485 138,965 1.45% 1.89% 00 .• 71.1 (10.4) 17.1% 
New Mexico 99,244 100,483 0.9169 90,997 92,114 1.19% 1.12% 50.1 47.2 2.' ·5.8% 

"""'" 318,446 328,013 1.0472 333,4n 343.495 4.36% 4.18% 183.4 175.9 7 .• ~.1% 

Utah 49,468 54,001 O.89n 44.407 48,478 0.58% 0.59'110 24.4 24.8 (0.4) 1.6% 
N"",. 47.979 55,562 1.2046 57,796 86,930 0.75% 0.82% 31.8 ".3 (2.5) 7.8% 

washington 147,448 147,448 0.9352 137,893 137,893 1._ 1.68% 75.8 70.6 5.2 .a.9% 

On>gon 100,744 111,955 0.9947 100,210 111,361 1.31% 1.36% 55.1 57.0 (1.9) 3.4% 
Callfomla 1,201,351 1,314.797 1.1385 1,365,335 1,494,287 17.86% 18.20% 751.0 765.0 (14.1) 1.9% 
Alaska 15,548 19,691 1.0869 16,588 21,009 0.22'110 0.26% '.1 10.8 (1.6) 17.9% 
Hawaii 14,960 15,811 1.1722 17,536 18,300 0.23'110 0.22'110 , .. o. 0.3 ·2.9% 

Scuce: aur.au or the Census dataset that win be used in experimental poverty report on NRC f"8OOITI/n81"\dtions. NOla that 
the CUmtnt Population Survey whictlisthe input data to the dataset does not have a sample designed to provide 
state-I ..... estimates foe" an states. Small state values on !he table am particularly ~kety to vary from those shoWn. 

CHIP factors nasbyst.xls 



10:29 AM 7/20/98 

Shares of rural poor. a factor used In allocation of rural development program funds 
NRC "benchmark" 

official poor without change in 
poor Interares variation shares 

Maine 1.15% 1.24% 7.2% 
New Hampshire 0.52% 0.55% 5.1% 
Vermont 0.83% 0.73% -12.1%· .. 
Massachusetts 0.51% 0.48% -7.5% 
Rhode Island 0.00% ·0.00% 
Connecticut 0.00% 0.00% 

New York 1.86% 1.83% -1.6% 
New Jersey 0.00% 0.00% 
Pennsylvania 2.13% 2.92% 37.3% 

Ohio 3.56% 3.76% 5.6% 
Indiana 2.49% 3.29% 31.9% 
Illinois 3.70% 3.27% -11.8% 
Michigan 1.51% 1.42% -6.3% 
Wisconsin 2.35% 2.41% 2.6% 

MInnesota 2.32% 2.47% 6.2% 
Iowa 2.10% 2.06% -1.7% 
Missouri 2.41°fg 2.32% -3.6% 
North Dakota 0.52% 0.57% 8.0% 
South Dakota 0.76% 0.80% 5.0% 
Nebraska 0.73% 1.01% 37.7% 
Kansas 1.41% 1.54% 9.3% 

Delaware 0.15% 0.22% 50.6% 
Maryland 0.00% 0.00% 
District of Columbia 0.00% 0.00% 
Virginia 2.19% 2.42% 10.1% 
West Virginia 1.93% 1.89% -2.3% 
North Carolina 2.96% 3.84% 29.9% 
South Carolina 2.50% 2.26% -9.6% 
Georgia 6.00% 5.56% -7.3% 
Florida 1.88% 2.52% 34.2% 

Kentucky 5.07% 5.29% 4.5% 
Tennessee 3.87% 3.67% 0.2% 
Alabama 3.23% 3.60% 11.5% 
MiSSissippi 5.56% 4.83% -13.3% 

Arkansas 3.43% 3.53% 3:0% 
Louisiana 2.63% 1.66% -36.9% 
Oklahoma 3.00% 2.59% -13.6% 
Texas 6.80% 7.98% 17.0% 

Montana 1.63% 1.60% -1.7% 
Idaho 1.29% 1.42% 10.3% 
\Nyom/ng 0.51% 0.52% 1.0% 
Colorado 1.25% 1.03%. -17.2% 
New Mexico 3.06% 2.44% -20.6% 
Arizona 2.72% 2.09% -23.2% 
Utah 0.55% 0.41% -25.4% 
Nevada 0.07% 0.11% 61.3% 

Washington 3.13% 2.29% -26.9% 
Oregon 1.66% 1.94% 15.5% 
California 1.07% 0.89% -16.6% 
Alaska 0.39% 0.19% -51.4~ 
Hawal1 0.55% 0.37% -32.7% 

Source: Bureau of the Census dataset that will be used in experimental poverty report on NRC recommendations. Note that 
the Current Population Survey which is the input data to the dataset does not have a sample designed to provide 
state-level estimates for all states. Small state values on the table are particularly likely to vary from those shown. 
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POVERTY QUESTIONS - MEDICAID 

1. How would reducing the poverty threshold by 14% impact Medicaid program 
spending levels, geographic allocation, eligibility and/or participation? 

Based on TRIM runs performed by BRD, the Health Division estimates, on a preliminary 
and highly speculative basis, that the poverty threshold change could result in the 
following: 

• A decrease of approximately 1 million full-year equivalent enrollees in FY99, 
approximately 850,000 of which would be children. 

• A one-year decrease in FY99 of approximately a billion and a half dollars in 
federal Medicaid spending. 

• A five-year federal Medicaid spending decrease of approximately $7-$8 billion. 
A potential change in the allocation of funds among States to provide Medicare 
premium assistance to low-income elderly and disabled people between 120 and 
175 percent of poverty. 

Caveats: This analysis assumes that States do not choose to change the eligibility 
criteria in their waiver programs or make changes in poverty-related optional eligibility 
categories. This analysis is based on an extrapolation of changes in enrollment from 
1995 TRIM model data to the FY 1999 President's Budget Medicaid baseline 
assumptions. These OMB staff estimates are preliminary and have not been reviewed 
by the HCFA actuaries. 

Background: Changes in the poverty thresholds could affect at least three major 
Medicaid eligibility groups. First, Title 19 of the Social Security Act requires every state 
to extend coverage to pregnant women, infants and children up to age 6 with family 
incomes below 133 percent of the Federal poverty level and to children who are 
between age 6 and 19 with incomes at or below the poverty level (this provision is 
being phased-in for all poor children under 19 by 2002) 

Second, most States have chosen to expand poverty-based eligibility beyond 
mandatory levels using current law and waiver authority. At least 12 States have 
Medicaid waivers that extend coverage beyond current law requirements to additional 
families, children and uninsured based on their income in relation to Federal poverty 
guidelines. For example, Minnesota has a Medicaid waiver to cover all children under 
270 percent of poverty. Since waivers are not generally reflected in the TRIM model, it , 
is likely that the number of individuals who could lose coverage as a result of a change 
in the poverty guideline is underestimated. In addition, it is unclear whether TRIM 
captures flexibility States have under current law to develop methodologies for counting 
income and resources in determining eligibility for certain groups, which could also lead 
to an underestimation of the number of individuals who might lose assistance due to 
changes in the poverty guideline. 
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Third, Medicaid eligibility has also been expanded to provide partial coverage for new 
groups of low-income Medicare beneficiaries. State Medicaid programs are required to 
pay for Medicare premiums and some cost-sharing for Medicare beneficiaries below 
120 percent of poverty. In addition, the BBA established a nevi Medicare low-income 
assistance grant program ($1.5 billion over five years) to provide some premium 
assistance to Medicare beneficiaries whose incomes fall between 120 and 175 percent 
of poverty. These grants are determined based on poverty levels. 

2. What can be done administratively or legislatively to address unfortunate 
affects of this guideline change? 

The most important possible unfortunate effect of the guideline change in Medicaid is 
the potential reduction in enrollees. As noted above, changing the poverty threshold 
could result in a decrease of approximately 1 million full-year equivalent enrollees in 
FY99, including 850,000 children and 60,000 elderly. 

The effect on children can potentially be mitigated administratively at the discretion of 
the States. First, States can request waiverS (or renegotiate existing waivers) of the 
Social Security Act to address eligibility. Second, section 1902(r)(2) of the Social 
Security Act gives States the option to adjust the methodology used in evaluating 
income and resources for determining eligibility for pregnant women and children. The 
adjusted methodology can be no more restrictive but may be more liberal than the 
methodology that would be applied under the most closely related cash assistance 
program. States can use this option to allow for more types and greater amounts of 
income and resource disregards, and can structure their eligibility policies so that more 
children and pregnant women could qualify for Medicaid coverage and the 
accompanying Federal matching. Many States have used the option to revise their 
methodologies to disregard parental income of pregnant women living in their parents' 
home. Washington effectively expanded coverage to all children under 19 with 
incomes below poverty. Minnesota increased its coverage to all pregnant women and 
children under 19 with incomes below 270 percent of poverty. Other States could use 
section 1902(r)(2) to expand eligibility to children and pregnant women in the event a 
change in the poverty threshold leads to a reduction in coverage among children. 

States have less flexibility to act to mitigate the effect on elderly and disabled 
individuals who receive Medicaid assistance to pay Medicare premiums. States could 
request waivers to expand coverage to these individuals, but there is no au.thority 
similar to the wide flexibility States have with respect to income and resource 
methodologies for children and pregnant women. 

3. How confident are we in the numbers and answers given above? How much 
more confident would we be if we could share these questions with the agencies 
to get their input? What other caveats or uncertainties (e.g. State behavior and 
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waiver adjustments) would we like to include in our analysis? 

The Health Division believes that additional analysis is necessary by HCFA to confirm 
the numbers provided above. We traditionally work very closely with HCFA actuaries 
who have the most in-depth knowledge and understanding of Medicaid eligibility issues 
and budgetary interactions. Before proceeding on a policy of this magnitude, we 
strongly recommend consulting with the agency and seeking their analytic input. 
We are confident that States have wide latitude to address any potential reduction in 
child enrollees that results from a change in the poverty guidelines. 

.. 



, 
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poverty rates distribution of poverty population 

NRC "benchmark" NRC "benchmark" NRC "benchmark" NRC "benchmark" 
official poor with poor without official poor with poor without 
poor interarea variation interarea variation poor interarea variation interarea variation 

overall 13.7% 13.8% 13.8% 100% 100% 100% 

younger than 18 20.5% 18.2% 18.1% 39.6% 35.0% 34.9% 
18-64 11.4% 11.5% 11.6% 51.0% 51.3% 51.5% 
65 and older 10.8% 15.7% 15.7% 9.4% 13.6% 13.6% 

" 
white 11.2% 11.8% 12.0%' 67.5% 70.8% 71.6% 
black 28.4% 25.4% 25.0% 26.5% 23.6% 23.2% 
other 17.5% 16.4% 15.4% 6.0% 5.6% 5.2% 

northeast 12.7% 14.3% 12.2% 18.0% 20.1% 17.1% 
midwest 10.7% 10.4% 11.4% 18.2% 17.6% 19.2% 
south 15.1% 14.3% 16.0% 38.6% 36.2% . 40.5% 

west 15.4% 16.1% 14.3% 25.2% 26.2% 23.3% 

central city 19.9% 20.1% 18.2% 35.9% 36.2% 32.7% 
other metro 9.2% 10.7% 9.8% 28.1% 32.6% 29.8% 

non-metro 16.0% 13.5% 17.3% 22.6% 19.1% 24.3% 

unknown 13.2% 12.0% 13.1% 13.4% 12.2% 13.2% 

. 
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Poverty rates 
NRC "benchmark" poor NRC "benchmark" poor 

official with interarea variation without interarea variation 
all persons children aged aU persons children aged aU persons children aged 

Maine 11.2% 16.4% 10.6% 15.3% 21.3% 22.2% 13.6% 20.0% ·18.8% 
New Hampshire 6.4% 9.5% 6.3% 9.9% 13.4% 14.2% 7.5% 11.6% 6.9% 
Vermont 12.6% 17.7% 9,0% 15.0% 18.6% 16.9% 12.0% 15.5% 11.7% 
Massachusetts 10.1% 14.7% 9.0% 13.1% 16.3% 16.6% 10.5% 13.7% 12.3% 
Rhode Island 11.0% 15.0% 17.7% 11.8% 13.1% 19.0% 10.3% 12.2% 15.8% 
Connecticut 11.7% 22.7% 5.5% 12.6% 21.6% 7.7% 10.9% 19.6% 6.2% 

New York 16.7% 25.1% 13.0% 17.9% 24.5% 19.4% 15.0% 20.2% 15.8% 
New Jersey 9.2% 14.2% 10.0% 11.2% 15.3% 15.7% 8.7% 12.3% 12.2% 
Pennsylvania 11.6% 15.7% 10.7% 12.3% 15.3% 14.2% 11.9% 14.4% 13.7% 

Ohio 12.7% 18.8% 10.8% 12.2% 16.9% 15.6% 12.9% 17.0% 16.2% 
Indiana 7.5% 9.2% 7.5% 8.9% 10.6% 8.9% 10.5% 11.8% 11.4% 
Illinois 12.1% 18.6% 8.7% 11.5% 16.0% 12.2% 11.6% 15.9% 12.8% 
Michigan 11.2% 17.7% 8.7% 11.4% 15.9% 15.5% 11.8% 16.5% 15.1% 
Wisconsin 8.8% 12.5% 9.4% 8.6% 10.2% 15.8% 10.5% 13.0% 16.7% 

Minnesota 9.8% 13.2% 10.0% 8.1% 7.6% 15.5% 9.6% 9.9% 19.2% 
Iowa 9.6% 12.3% 9.6% 8.2% 9.0% 9.9% 10.5% 12.1% 12.9% 
Missouri 9.5% 12.0% 11.4% 9.4% 12.7% 11.3% 10.1% 13.1% 12.6% 
North Oakola 11.0% 13.0% 10.3% 8.8% 5.7% 14.0% 11.8% 9.7% 18.9% 
South Dakota 11.8% 13.9% 10.9% 11.3% 12.2% 16.2% 14.0% 15.6% 20.1% 
Nebraska 10.2% 15.1% 9.0% 9.6% 11.2% 14.7% 11.4% 12.6% 18.9% 
Kansas 11.2% 13.5% 10.3% 9.9% 9.2% 16.5% 11.9% 11.2% 17.9% 

Delaware 8.6% 14.3% 6.7% 12.3% 15.5% 19.4% 11.1% 13.4% 19.4% 
Maryland 10.3% 16.6% 6.2% 11.1% 16.0% 9.6% 9.8% 14.8% 8.4% 
District of Columbia 24.1% 38.6% 23.1% 22.9% 30.2% 34.0% 19.0% 24.5% 26.4% 
Virginia 12.3% 17.7% 11.8% 13.3% 17.9% 18.6% 13.2% 17.6% 18.7% 
West Virginia 18.5% 26.7% 16.3% 16.5% 21.5% 16.6% 19.3% 25.3% 19.7% 
North Carolina 12.2% 18.8% 13.5% 14.2% 19.8% 23.0% 14.7% 19.4% 25.9% 
South Carolina 13.0% 19.4% 14.7% 10.9% 14.9% 12.1% 13.1% 18.2% 16.9% 
Georgia 14.8% 21.3% 15.4% 15.0% 17.9% 18.8% 14.9% 17.5% 18.6% 
Florida 14.2% 22.2% 8.9% 15.9% 21.1% 15.0% 16.3% 21.4% 15.1% 

Kenlucky 17.0% 24.9% 13.9% 12.7% 19.0% 12.0% 17.7% 24.7% 15.7% 
Tennessee 15.9% 23.7% 14.8% 11.7% 15.3% 15.6% 15.7% 21.4% 19.3% 
Alabama 14.0% 22.0% 11.6% 13.2% 18.2% 16.4% 16.8% 23.1% 21.4% 
Mississippi 20.6% 29.6% 16.5% 17.4% 23.5% 17.6% 21.5% 27.6% 25.2% 

Arkansas 17.2% 23.2% 15.7% 15.3% 20.4% 13.3% 19.8% 26.0% 20.0% 
Louisiana 20.5% 31.8% 17.3% 15.8% 20.1% 24.7% 19.6% 24.6% 27.8% 
Oklahoma 16.6% 26.4% 10.9% 14.5% 20.2% 16.1% 16.9% 22.7% 19.0% 
Texas 16.6% 24.4% 14.7% 14.5% 19.2% 18.4% 16.8% 22.2% 21.1% 

Montana 17.0% 26.9% 9.0% 15.0% 22.6% 13.0% 18.3% 27.5% 15.0% 
Idaho 11.9% 17.3% 7.0% 11.1% 14.8% 11.5% 13.9% 18.2% 14.3% 
Wyoming 11.9% 14.8% 8.4% 10.8% 12.1% 12.4% 12.3% 13.7% 13.4% 

Colorado 10.6% 12.5% 8.0% 8.6% 9.3% 5.3% 9.9% 10.8% 7.8% 
New Mexico 25.5% 34.2% 18.6% 21.5% 26.5% 17.0% 23.5% 29.1% 19.6% 
Arizona 20.5% 31.7% 13.9% 17.1% 23.4% 18.2% 18.5% 25.9% 19.4% 
U1ah 7.7%. 9.6% 3.9% 7.2% 7.9% 3.9% 7.5% 8.0% 3.9% 
Nevada 8.1% 11.4% 7.9% 10.3% 14.4% 11.4% 10.0% 13.5% 11.4% 

Washington 11.9% 16.7% 7.8% 11.9% 14.8'10 15.0% 10.6% 14.2% 11.3% 
Oregon 11'.8% 20.1% 6.7% 14.7% 22.8% 8.4% 14.5% 22.7% 10.0% 
Califomia 16.9% ,. 25.5% 8.1% 18.9% 24.6% 18.1% 15.2% 19.6% 13.9% 
Alaska 8.2% 10.6% 4.6% 5.3% 5.2% 7.1% 5.7% 5.6% 8.8% 
Hawaii 12.1% 17.0% 8.3% 10.3% 10.2% 10.6% 10.4% 10.6% 10.6% 

Source: Bureau of the Census dataset that will be used in experimental poverty report on NRC recommendations. Note that 
the Current Population Survey which is the input data to the dataset does not have a sample designed to provide 
state-level estimates for all states. Small state values on the table are particularty likely to vary from those shown. 
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II Andrea Kane .... ___ I 
Record Type: Record 

To: Elena Kagan/OPO/EOP, Laura EmmettiWHO/EOP, Bruce N. Reed/OPO/EOP 

cc: Cynthia A. Rice/OPO/EOP 
Subject: Poverty Measures Update 

At the NEC, ope, OMB meeting yesterday, OMB presented their preliminary estimates of potential 
impact of revised poverty measure on key programs, including Medicaid, food stamps, and some of 
the grant programs such asTitle I, Head Start, CHIP. I'm sending over hard copies of their paper. 
There are lots of caveats on the estimates, but this is as far as OMB staff feel they can go without 
involving agencies. The estimates do show that changes in the poverty measure would have 
substantial impacts on eligibility for the entitlement programs, unless there are corresponding 
changes in poverty guidelines or eligibility rules. In the grant programs there could be a lot of 
distributional changes among states. These estimates have definitely helped focus the discussion 
on options related to whether to change the poyerty measure and if so, how. 
The plan IS to revise and expand the draft memo on whether ...... to benchmark to include some 

\ 

broader options and to schedule another principals meeting for 1 st week of August. There is 
growing interest In pOSSibly decoupling an alternative poverty measure used for statistical purposes 
from the guidelines used to set program eligibility. NEC is aiming to get a draft memo out for 
review by end of the week. oMS has also confirmed that Census' current plan is to highlight 3 J 
alternative poverty measure series, all benchmarked to the 97 official measure. They would then 
publish multiple senes, some not benchmarked in the Appendix of their report I 
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Progl'llm 

1&98 outloyo BEA cate ory Poverty th,.&holda a factor In allocatlona lothlo by Poverty guldoll ... o foetor In 10 IhIo by 
Income daductlona and adjuatmant:l Iothlo by Sonoltlvlty'" chongeln povorty 

(mlilionol g to .uta or other grantees? otatuta' ollglbility ollamll'" and IndMdualo7 o .. tuta' otatuta7 maaoura 

Modlcold 100,960 mandotory No, Spending depondo on Iha number 01· not A subset ollllClpienlo, mainly children. yu Statea apply __ rules oonaiaIsnt yoo· Becauso IuD _tlo available up 
eligible appIicanIo. applicable are eligible baaed on family income with IhaIt cash __ lor. to Iha Income caWng. changoa to 

under I 33 paroanl 01 poverty (pragnanl famWea with chIIdran, or with SSI. poverty guidalinao could haw 
woman. InfanIo and children under 61. or However. staloo may be apply mora aignilicanl cost and p&I1Idpation 
100 _t 01 poverty (oilier childrenl liberal dacIucIIona lei cover prognanl Impacll. 

woman and children. , • 

Food Stamp Program 22 •• 1a mandotory No. SpondInQ depondo on Iha number 01 not Family ___ muat be beloW 1:10 yoa The IoIIowIng .,. subbocIad from_ yoa Near """"'. caWng, _10 
oUglble appIicanIo. appIlcObIe percent oIpowrty and nat-.. (_ raguIar _Income: al'_ ralalively small and p&I1Idpation 10 

daduclionol must be beloW 100 pon:ent doduclIon ($134 In ISseI; bl20 pon:ent low. Additional anoIyoia 10 naadod 
oIpowrty. 01_ aarnIngs; cl ~ en to oIu Impocta 

_ up to 1200/m0n1h par child 
under .... :z. $1751momlh lor oilier 
chiIdran; CIIor _ with aIderty 
or disabled mambanl. ouI-of.poc1cot 
medical_In ....... 01$35 par 
month; <II oheIlor _In ....... 01 
60 paroanl oI-......aInIng_ 
other daductlona; ., legally obIIgatad 
child oupport p!I)'II18rlIo. 

Child nutrlUon programo.lncludlnllthe ',798 mandotory No. Spendiig depondo on the number 01 not ChIId",n with family """"'as beloW 1:10 yoa no not Vary _ • chonga In Iha 
NatiOnal SChool Lunch program, _ eligible ~ta. applicable paroanl 0I1ha guidalinao receive free eppUcabla poverty guidalinao 1ha1_ 
breakfasts, aummer faod aervice program rneaIo. 1lIose with Inccmas ...- Iha numberolchildran_ 
for children, and child and adult care 1:10 paroanl and las pon:ent receive poor would dacraaIe Iha number 01 
leading. meals at. _ price. chiIdran curranIIy eIigibIa lor free 

rneaIo. A chonga Iha1Increaaed 
lhanumberolchildran ~ 
poor would hi ... the opposite aIIacl. 

TlUal of the Elementary and 7.229 dIacratianary 
, 

AIIo<:6u.::. t. Statea baled on r:ounty_ yeo no not not appIIcobIe not Funding aubjact to appropriation. 
Secondary Education Act """"'" 01 :'i\IIdnm egad 5-17 who are: II In applicable applicable Change In dIslribuIion 01 poor would 

. poor Iam~'''' basad on Iha most racanl change allocation. Increase In 
dacanniai.;onsus; 21famWea recaMng number 01 poor would moan smaDer 
TANF or~SI; 31 In cartaln Inslitutionllor proportion 01 aligiblaa could be 
negIactad On<! dallnquenlloster chIIdran. .. MId at current funding. CAIalIng 
Funds ow distrtbutad to IChooI dislricla upward _ on appropriatiOns. 

basad 01: .>overty data as weD. but Statal 
hi ... """'~ IlexlblIily In whatlhay usa. 



Program 

Community Development Block Grant 

I " 

Rural development programa. Including 
direct and guarantead loans tcir: lingle 
and multifamily housing. community 
lacilities. water and _ater bulmenl 
facilities. and rural businesselas ...u as 
supporting granls lor aU loan typas and 
rental assistance grants. 

Hood Start 

W1C (Special Supplemental NuIriIIon 
Program lor Woman. Infanta. and 
Children) 

Job Training Partnenhlp Act 

1998 .utIa~ 
(mllll ... , 

4.989 

SEA cata ory POWlrty thN.holda. 'actor In allocatloftl 
9 to .tates or other granten? 

diaaetJonory CDBG aIlocallons to Slates and entitlemenl 
communities Ore delemlined by Ihe use 01 
two formulas. 'Fonnula A waighls ..... 01 
poor e\ 60 pOioen!. population .t 25 per<Gn~ 
and overaaooded housing at 25 pen:enL 
Fonnula B ... lighlalha pan:enlaga 01 
housing unlta bulR balore , 940 a' 50 

, porcent. ..... " 01 poor e\ 30 percent and 
popuIaIlan growth lag a,20 pan:enL 

II thlo by 
ltatuta? 

OuIJaYO. direct ~ 
...... andloan 

A lla"'"eh';' oIlho poor rural population 10 yea 
• _In aIIocaIlon 01 lunda • 

_ .... 01 

7.706 In '998 

4.355 ~ Each "",', ....... 01 poor children up to ago yea 
5 Is a I •• tot In deIemIining distribution 01 
about 0NHhInI 0I1undo. 

3.949 ~ Part oIIunc,JIng basad on each llalo·l ....... Y" 
01 pregnanl and lactating woman. In ...... 
and chiIdI .. up to aga 5 with lamily Incomas 
balow '85 percent 01 povarty. 

i 
1.870 d_ry Siaia ohare. 0I1ha povarty population are Y" 

used to di.bibuIa one-Ihird of funds under 
tiUe II-A Adiol~ II-C youlh. and II·B Summer 
Jobaprograma. 

P .... rty guldlll ... I fa.tor In 
.lIglblllty .11.mlll.1 and Indlvldualo? 

no 

no 

/>J least 90 percent 01 children In a IocoI 
program must be from poor families. 01 
Iam_ rac:aiving cash well ...... looter 
care, 

Siolos may oat eUgibilily ....... up to '85 
pon:enl 0I1ha povarty Income 
guldon .... 

/>J least 90 percenI 01 particIpanIa must 
ba "aconomk:ally disadvanlagad." Ona 
criterion is family Income balow Ihe 
povarty guidelinOl. 

Iothlo by 
ltatuta? In ..... daducll ... and Idjuatmanll 

not not appIicabto 
applicable 

~I no 

yea no 

Y" UnornpIoymanI c:ompenseIIon. child 
support paymanls. end welfare 
paymenlo are excluded from c:ountabte 
Income. 

Ia thlo by 
ltatula? 

not 
applicable 

not 
IA-...... Ha 

not 
applicable 

not 
applicable 

..... -
Se .. ltlvlty to .... ng.ln pov.rty 

..... u ... 

Funding subJect to~_ 
Changa In dlolribulion 01 poor would 
changa allocation. 

Funding aubjecI to _ opriatIooL 
Changa In _ 01 poor would 
changaallocation. 1 ....... 1n 
number 01 poor -'<I maan omaIIer 
propcrtion 01 eUgibies could ba 
_ at cunant funding. aaating 

upwonj prasautII on approprtaliona. 

Funding aubjecI to appropriation. 
Changa In distribution 01 poor would 
changa allocation. Increaso In 
number 01 poor would moan omaIlBr 
propO<tion 01 oIlglb1a1 could ba 
_ at cunant Iunding. creating 

upwanl pressure on appropriallons. 

Funding subjoc:t to appropriation. 
Chenge In diGtribuIion 01 poor would 
change allocation. lnaaase In 
number of poor would mean amaIler 
proportion oIeligibio. oould ba 
aerved at current funding, creating 
upwanl prell'" on appropriaUOna. 
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Program 

1888 outlayl BEA category Poverty thros,holds .Ioclo, In ollocodono I. this by Poverty guldsllnoo .Iaclo, In Is this by 
Income daducUono and .cfjuotmen" Is this by Senolllvily 10 change In poverty 

(mllllo .. ) to ltal;IS or other grante •• ? .talute? ollglblllly oIlomll ... and indlvlduolo? . '''Iute? '''Iute? IM .. u .... 

Child Health lnaurance program block Enacted in 1987. _lory AI\ocoIion Iacto,. Indude children ""'" Y" . Beneficiaries must have family Income yeo States may allow doductIono ""'" _ YOI AnnuaI_tata _ 118 booed 

grants 0utI0ya lor 1898. families with income. be\oW 200 percent 01 below 200 percent 01 poverty gu\delinoS, Income. on ..... shareo 01 poor and 
1.865m poverty. uninsured children in three yoora 01 

poc\8d CPS data, Chonge.1o tho 
IhruhoIda would change the 
sharos, and changOlIo the 
gu\clelinOl would change eligible 
popuIaIion. 

, 
HOME (Home I ..... tment PIIIInerIhIp 1,438 dIscr8IIonery Tho _ f" datannlnlng allocatlonl U18I Y" no not notlpp«cablo not Funding aubjact 10 .... ""IaIb. 
Program) oIx _,Fouroltheolx_take opp1\cab18 app«ca\llo Chongo In dillrlbution 01 poor would 

poverty c:ritaria InIo consideration: 10 chonga oI\OCBlIon. 
porconl by VI'C8RCY-adjuatad rental units 
-. the""- hood Is 01 or naar tho 
poverty IoveI; 20 pen:enl by rental units buRl 
_ 1950 occupIad by poor families; 20 
percent by ",unbar 01 poor famlllea; 10 
percent by pupulallon oil )uriodidIon 
multlpliod by a net per C8jlita income thai 
Indudaa I poverty facIor, 

UHEAP (Low Income Home Energy 1.074 cI\IaQt\anary . AIJocatIano !.aoad on ohara oIel\glblaa, One YOI _ must have \ow inooma. YOI no not Funding IUbjoc:t 10 appropriaIIon, 
Assistance Program) critarIon 01 k~ Is family income One critarIon Is 150 percent 01 poverty 'PI "ClbIe Change in _ 01 poor would 

be\ow 150 percent 01 poverty, guidelines. change aIIocaI\on, \ncraaoa in 
number 01 poor would moan amaDer 
pooportiol. 01 aI\gIbIaa could be 
_ at currant funding. craaling 

upward pnISIUI8 on appoopriatlcno. 

Malamaland Child Health SeJYlca 683 dIscr8IIonery A ..... ·.ohara 01 poor children Is I facIor in Y" Grenta 11810 provide 8CC8ll1o health YOI no not _OIUHEAP 
bkx:kgrant oI\OCBtion. ! care 10 poor _ and chUdrvn. opp\\cable 

Conlolldated Health Centers, formerty 815 . dIscr8IIonery Poor popu\ldlon Is I facIor in datannInIng no Free carols available 10 famlll8l with no no not _uUHEAP 
Community Health Cenl .... Migrant that an .,." ls·madicaDy ................ inooma be\ow poverty. .ppUc:eb!e 
Health Cantara. haa\th c8nlaro for tho 
homeless. and health centers tot 
residents of public housing 

Trio p,ograme. including Upward Bound. 483 d\sCratIonery no not PiUllclpanIs must havalamily income yu EDgIbIIiIy Is datanninad booed on YOI Incraaaa in the numbe, counied .. 
Student Support Centers. TeJent Search. applicable below 150 pen:enl 01 tho poverty _. income, which oxdudas Iom8 poor would moan a smaller 
Educational Opportunity Conte,.. Ronald thresholds. govanunanl cash and aU noncash proportion oIe\igiblea could be 
E. McNair Post-baccalaureala lranalera, _ 01 currenllava\s. Cf88ting 
Achievement i upward prassure on appmpriationo. 

Senior Community Service 454 dIscr8IIonery no 
I not PiUllclpanls must be 81 leasl 55 yearo 01 yu no not Sam ... Trio. 

Employment Program applicable .;0 and have "-""' below 125 applicable 
! pereanl 01 tho poverty gu\da1in81. 
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1998 OutlaYI BEA category P~Y8rty threshold, a facto, In IllocaUona lithia by P .... rty gulden ... I lacto, In lathlaby Income deductlona and adjuatmenta lathla by Sonoltlvlly III chong. In poverty 

(mlilionl) to .tatu. 01 othar grantees? ,tatute? ollglbility of lamliloo and Indlvlduala? ,tatute? o_? mouu_ 

Legal Sarvlcea CorporatiOn 283 discretionary no not Clients must have incomes below 125 no No ... doductlona, but medical s.me .. TrIo. 
ipplloable parcenl of the poVerty guldelinH (150 -.. child care, and other _ 

parcent In oome _a). __ may be takan InlII acc:cunt In 
provIdIng""'- to _with gross 
Incoma abova tho ceiling. 

ntle X Family PIaMlng Sorvlc .. , • 203 diIa8lionIry Numborof poor_ 1I._1n Y" Free""'- arollVllllable to_ no not Funding oubjact III ~ 
aIIocalion of ~1IIdI. with family Incoma below tho poVerty "",,!coble Changaln dIstrIbUtion of poor_ 

guldelinH. chango aIIacation. I_In 
numbar of poor -.lei mean amaIIar 
II<OI>O'tIan of oIIgIbIU CDIId be 
_ al curranllundIne. crutIng 

upwIIId peaaunI on ~ 

Medicaid grant program for low- 200 mandatc<y State _ buodon ....... of yaa _ mUll have family Incoma yeo IloductIono !rom Incoma muot be yeo Change In cIIalributIon of poor-.lel 
Income Medicare beneficia" Modicant bonoficiarloo with family u-nao from 121).175 parcant of poVerty conaIatenI with SSI ruIeo. chango aIIacatlon. I_In 

!rom 121).175 _nt 01 poverty_. guldoJlnao number of poor _ moan amaIIar 
propor1ion of oIIgIbIU CDIId be 
_ at curranllundIne. craatIng 
upwIIId peaaunI on appropriationo. 

Emergency Shelter Granta 165 cIIaaatIonaJy SImDar to CDBG abova. yaa no not not I/lPkabII not Funding oubjact to II!I>fOIIIIaIIo 
applicable Ippllcable Change In cIIalributIon of poor would 

chango aIIacatlon. 

Weatherization aulatance 112 cIIaaatIonaJy Number of households with Inoomeo below yeo Racipienta mUll have u-nao below yaa no not Funding oubjact to--. 
125 parcant ,of poverty II a factor In 125 parcent of poverty guidalineo (150 applicable Change In cIIalributIon of poor wcuId -. percent under &Ome ciraunatances). 01 chango aIIacatlon. I_In 

be rec:lpianla of cash welfare. number of poor _ moan amaIIer 
II<OI>O'tIan of eIIgIblas CDIId be 
_ al current funding. aaating 
upwald pressure on IIj)pIOPIlationo. 

I 
I 

Foster Grandparent. 63 dIsaatIonary Number of paraono 60 and older with yeo P8tIicipanlI muot have IncomoI below yeo no not Funding subJacI to--. 
u-nao below 100 parcant of i>ovortY II a 125 parcant of tho poverty guidellnaa applicable Changaln distribution of poor_ 
factor In allocation. (with ooma axceptIona). dlanga allocation. I_In 

number of poor would mean arnaI1et 
propor1ion of eligibles c:ouId be 
_ at cunenl funding. aaating 
upward preaaura on IIj)pIOPIlatfons. 

Senior Companions 45 diIcretionary Number of ........ 60 and oIdor with yea PatlIcIpants mUll have Inoomos below yeo no not Funding SUbJacI to appropriation. 
_a below 100 parcant of povorty II a 125 _nl of the povorty guidellnaa appIIt:abIe Changaln dialribulion of poor would 
factor In a1iooalion. (with soma exceptions). dlanga allocation. 1_ In , 

number of poor would mean amaUer 
propor1ion of eligibles c:ouId be ' 

i, 
.. MOd al cunenl funding. aaating 
upwaId pI8IIIU1I on eppraprIationo. 
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Record Type: Record 

To: Elena Kagan/OPD/EOP, Bruce N. Reed/OPD/EOP, Laura EmmettlWHO/EOP 

cc: Cynthia A. Rice/OPD/EOP, Christopher C. Jennings/OPD/EOP 
Subject: Poverty Measure--next steps 

Sally Katzen convened a small meeting on Tuesday with OMB, CEA, and DPC to make sure we're 
on the same page about guidance to give Commerce and to layout plan for getting more 
information about program and budget implications of various poverty measures. 

Guidance to Commerce 
Kathy Wallman from OMB will meet with Commerce (statistician to statistician) to convey EOP 
guidance: 
1. annual CPI adjustmeots--make sense 
2. geographic adjustment--don't spend a lot of time on it (Census will run various experimental 
measures which may be interesting, but while the concept of geographic adjustment makes sense, 
there is considerable concern about how to do it. May just result in massive formula fights and 
could open door to adjustments in other programs). 
3. MOOP--explore adjusting on both the threshho esource side ~ 

4. bene mar tng--run some meaSllres witbo"t benchmarking so we have alternatives (Sally is trying ~ 
to talk to Bruce to make sure he's comfortable with that) 
Timing: if it takes more time to do these things, OK for schedule to slip 1-2 months (til Feb-March 
gg). 

Analysis of Program/Budget Implications 
OPC/NEC process over next several months, with OMS taking lead on analysis. Plan is to set up 
regular meetings every 2 weeks--next one is Friday 6/26 at 2pm. Elena, Sally is hoping you'll be 
able to participate so you might want to let her know what time works best for you on a regular 
basis. OMB will start with bjggest programs (medicaid. food stamps), but don't ignore smaller 
ones. Analysis is complex given that we don't know what alternatives are. Need to be careful of 
unintended consequences and interactions among programs. Keep this an EOP process for' 
now--OMS may need to get data from agencies, but they shouldn't be brought in yet. Sally 
continues to mention assessing impact through some outreach (Bruce, I conveyed to Ceci your 
feeling that we shouldn't but I don't know if this has gotten to Sally yet--I don't think any outreach 
is imminent, but I'll make sure we discuss this at our next meeting). 
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Record Type: Record 

To: Sally Katzen/OPD/EOP, Elena Kagan/OPD/EOP, Joseph J. Minarik/OMB/EOP 

cc: Cecilia E. Rouse/OPD/EOP, Andrea Kane/OPD/EOP, Katherine K. Wallman/OMB/EOP 
Subject: Follow-up to today's meeting 

I thought today's poverty measurement discussion was very good and useful. 

Would it be useful to sketch out a good process by which we ta ke up the next set of questions 
regarding poverty measurement before the next Principal's meeting? Even a short (20 minute) 
snared conversation about how to move forward might make It possible to give the Principals a set 
of concrete ideas about next steps. 

Becky 
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Record Type: Record 

To: Elena Kagan/OPO/EOP, Laura EmmettIWHO/EOP, Bruce N. Reed/OPO/EOP 

cc: Cynthia A. Rice/OPO/EOP 
Subject: Follow-up on poverty measure 

One of the follow-up actions discussed after the meeting this morning was to have OMB lead a 
process of working with the agencies to get more/better information on program and budget 
implications of alternative measures. I hiS will roba61 take several months. the r 
things we a In the meantime is start talking to the various interest roups about their views 
on t e recommendation t IS wou open discussion on the general issue of revising the 
poverty measure without revealing where we mayor may not be headed). I think NEC, OMB, CEA 
and us will work together first thing next week on other process issues, so any other thoughts from 
either of you would be welcome! 
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Record Type: Record 

To: 
cc: 
bee: 
Subject: 

Bruce N. Reed/OPO/EOP 
Elena Kagan/OPO/EOP. Laura EmmettIWHO/EOP. Cynthia A. Rice/OPD/EOP 

Re: Follow-up on poverty measure INJ 

OK. I'll communicate this when I get together w/ NEC and CEA staff, but given Gene's interest in 
hearing Bob Greenstein's views on this, you may want to let him know your views directly. 
Bruce N. Reed 

~ k:; , Br~'c:N. Reed . 
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Record Type: Record 

To: Andrea Kane/OPO/EOP 

cc: Elena Kagan/OPO/EOP, Laura EmmettIWHO/EOP, Cynthia A. Rice/OPD/EOP 
Subject: Re: Follow-up on poverty measure !ill:! 

Don't talk to the interest groups. There is no point making this political anytilTle sooner than it has 
to be. The last thing we need is a Pear story that says, Administration Concludes Millions More in 
Poverty 
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June 10, 1998 

MEMORANDUM FOR EOP PRINCIPAL'S MEETING 

FROM: Income and Poverty Measurement Working Group 

SUBJECT: Meeting on Income and Poverty Measures 

This memorandum outlines a series of policy issues related to revising the Government's income 
and poverty measures that will be discussed at the Principal's meeting. The attached background 
paper discusses the more technical issues associated with revising these measures. An appendix 
sets forth very preliminary information concerning the scope of associated programmatic and 
budgetary effects. 

Action Forcing Event and Purpose of the Meeting 

In early 1999, the Census Bureau will publish alternative measures of poverty based on the 
proposals contained in the 1995 National Research Council (NRC) report, Measuring Poverty: A 
New Approach. Because OMB is the statutory arbiter of the "official" poverty measurement 
methodology, the Census Bureau has asked for advice on the proposed alternative measures to be 
published, In tum, OMB has sought advice from relevant EOP units. It is important to 
emphasize that we are only advising the Bureau of the Census. As is always the case, statistical 
agencies determine what will be published in order to preserve the fact and perception of the 
integrity of Federal statistics. 

There are four questions to be discussed by the Principals: I) At what pace should the 
Administration proceed toward the adoption of a new official measure of poverty? 2) Should the 
Administration initially highlight a preferred option or a range of alternatives? 3) Should the 
new measure be benchmarked to the most current poverty rate? and 4) If highlighting a preferred 
option is recommended, what are the components of that preferred option? In considering these 
questions. it is critical that the Principals note that, at this time. we do not have definitive 
analyses ofthe budgetary and programmatic impacts of NRC-based alternative measures of 
poverty. We are unlikely to have such analyses in the next few months. 

_~ackground and Implications of the New Poverty MeasurC] 

The current official poverty measure dates back to the 1960s. And, although this measure has 
been an important contributor to public debate and policymaking, the NRC report reflects a 
broad consensus that the measure is out-of-date and in need of revision. 

Poverty measurement involves two concepts: (1) a definition of family resources, and (2) a 
"threshold" against which resources are compared to determine if a family is poor. Changes in 
these two concepts will have a direct impact on statistics used by the public for informational and 
analytical purposes. Changes will likely have an effect on both Federal program budgets and 
participant eligibility. 
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As discussed in the technical background paper, the NRC panel cautioned that setting the level 
below which a family is considered poor is more of an art than a science. The panel therefore 
suggested a range of alternatives and left it to policymakers to determine the most appropriate 
levels. For instance, the NRC report shows the implications of their recommendations with and 
without benchmarking (i.e., adjusting the new poverty measure so that the new aggregate poverty 
rate equals the current aggregate poverty rate). However, the NRC does recommend a specific 
calculation of the poverty thresholds that would increase the poverty rates of all groups. For 
example, as shown in Table I, in 1996 the poverty level was 13.7% using the current measure; it 
would increase to 18.0% using the new measure. 

In addition, regardless of what happens to the level of poverty, the alternative measure 
recommended by the NRC would substantially alter the demographic composition of the poor. 
For example, as shown in Table 2, the NRC measure nearly doubles the poverty rate among the 
elderly (from 10.8% to 20.4%), raising the rate to nearly that of children. Other groups with 
relatively large increases are Whites and Hispanics, and married couples. 

Issues for Consideration 

1. At What Pace Should the Administration Proceed Toward the Adoption of a New Official 
Measure of Poverty? 

The most important issue to be decided is whether the Administration should attempt to adopt a 
new official measure of poverty before the end of the second term. The advantage of acting 
during this Administration is that the second term of an Administration with a strong economy is 
an opportune time to make such a change. Also, the NRC made its recommendation three years 
ago and some might question our delay in implementation. In addition, adopting a new poverty 
measure will allow the Administration to demonstrate the effects of some of its most important 
policy changes for low-income families, e.g., any new measure will reflect the expansion of the 
EITC and the expansions of Medicaid for low-income families. The current official poverty 
measure is unaffected by these changes. 

On the other hand, by proceeding more deliberately, we would allow the community of users of 
poverty statistics to develop a better understanding of the pros and cons, both analytical and 
programmatic, of the various alternative measures. By moving more deliberately, we may also 
decrease the chance of a political backlash and of Congressional intervention. In addition, while 
most of the data needed to implement an NRC-like measure currently exist, there are significant 
data improvements that could be developed over the next few years. A more deliberate process 
would allow more time for these data to be developed. Finally, selecting a preferred alternative 
measure and analyzing its programmatic and budgetary impacts is likely to be an iterative 
process that may take some time. 
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2. Should the Administration Initially Highlight a Preferred Option or a Range of Alternatives? 

The Census Bureau plans to publish a small number of policy relevant variations. (There will be 
extensive appendices in this report that will present a wide variety of poverty definitions, to help 
demonstrate the statistical and analytical properties of the poverty measure recommended by the 
NRC.) 

The Administration needs to determine whether it will recommend that the Census Bureau 
highlight a single alternative poverty measure or present several equally in its forthcoming 
report. The advantages of highlighting a single alternative measure are that it may be less 
confusing than publishing multiple alternatives, and if the Administration's choice is well­
received, it may be easier for it to be adopted as the official poverty measure. In contrast, 
publishing a range of alternatives has many of the same advantages of proceeding deliberately in 
the adoption of a new official measure of poverty. For example, this approach would allow us 
more time to understand fully the analytical, programmatic, and budgetary implications of the 
alternative measures; would preserve the Administration's options to consider this issue further; 
and, because the Administration may be less likely to be viewed as prejudging the outcome, may 
be less likely to lead to Congressional intervention. 

3. Should the New Measure Be Benchmarked to the Most Current Poverty Rate? 
(This is issue number I in the technical background paper.) 

Currently the Census Bureau plans to benchmark the alternative measures to the old poverty rate 
in the current year (so that the number of people classified as poor would remain the same, 
although the distribution of who is poor would change). Alternatively, it could publish most new 
measures without benchmarking, which would result in a higher poverty rate (e.g., 18.0% rather 
than 13.7% in 1996). The Administration must decide whether to recommend that Census 
primarily present benchmarked or nonbenchmarked alternative measures. 

Some argue that benchmarking to the current poverty rate would diminish criticisms that the 
change is motivated by an effort to increase the estimated number of people living in poverty, 
and would also focus attention on the distribution of who is poor, rather than on how many 
people are poor. Others argue that because benchmarking to the current poverty rate does not 
follow the NRC recommendation (which would result in a higher poverty rate), it would be 
viewed as an effort to reduce artificially the estimated size of the poor population. While under 
either of these alternatives the composition of the poor will be altered, benchmarking highlights 
the changes. (These are more obvious under benchmarking than under the NRC alternative 
because the alternative raises the poverty rates for everyone.) For example, even though the 
relative proportion of poor who are Black declines under both alternatives (not shown in Table 
2), the estimated Black poverty rate falls with benchmarking but rises with the NRC measure. 



4. If Highlighting a Preferred Option is Recommended, What are the Components of that 
Preferred Option? 

Issues relating to the choice of components are discussed in the technical background paper. 
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They include: how the poverty rate should be updated over time; whether the poverty thresholds 
should be adjusted for geographic variation in the cost of living; and how to account for medical 
care expenditures. Of these, how to adjust for medical expenditures is the most controversial. At 
this time, the Census Bureau is prepared to account for differences in medical out-of-pocket 
(MOOP) expenditures among households in the way recommended by the NRC, namely, 
subtracting them from income before a family's poverty status is calculated. However, there is 
also interest in having an average amount of such medical expenditures added to the poverty 
thresholds. (Which of these methodologies should be used is a technical choice best left to 
Census.) 



5 

Table I. Poverty Rates and Thresholds under Alternative Measures. 1991-96. CPS 

Official Benchrnarked NRC 
measure to 1996 Experimental 

Poverty Rates 
1991 14.2 14.5 18.9 
1992 . 14.8 15.3 19.6 
1993 15.1 15.7 20.2 
1994 14.6 14.7 19.0 
1995 13.8 13.8 18.2 
1996 13.7 13.7 18.0 

Thresholds for 2 adults 
and 2 children (in dollars) 

1991 13,812 11,891 13,891 
.1992 14,228 12,249 14,309 
1993 14,654 12,616 14,738 
1994 15,029 12,938 15,115 
1995 15,455 13,305 15,543 
1996 15,911 13,698 16,002 
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Table 2. Poverty Rates under Alternative Measures. 1996. CPS 

Official Benchmarked NRC 
measure to 1996 Experimental 

All persons 13.7 13.7 18.0 

Children 20.5 18.1 23.8 
Nonelderly adults 11.4 11.5 15.0 
Elderly 10.8 15.6 20.4 

White 11.2 11.8 15.6 
Black 28.4 25.2 32.0 
Hispanic origin 29.4 28.5 37.7 

One or more workers 9.5 10.0 13.6 

Persons in family of type: 
Married couple 6.9 7.8 11.1 
Female householder 35.8 32.3 40.4 

Geographic regions: 
Northeast 12.7 14.3 18.8 
Midwest 10.7 10.3 13.8 
South 15.1 14.2 18.3 
West 15.4 16.1 21.0 

Metropolitan/Central City 19.6 19.2 24.7 
Not Central City 9.4 10.6 14.1 
Nonmetropolitan 15.9 13.5 17.5 



TECHNICAL BACKGROUND ON INCOME AND POVERTY MEASURES 

The Current Poverty Measure 

The methodology by which current poverty thresholds are determined was developed in the early 
1960s by Mollie Orshansky, a staff economist at the Social Security Administration. She 
developed a set of poverty thresholds that vary with the number of adults, the number of 
children, and the age of the family head. These thresholds represent the cost of a minimum diet 
multiplied by 3 to allow for nonfood expenditures. The multiplier of 3 was chosen because the 
average family in 1955 spent one-third of its after-tax income on food. Since the late 1960s, the 
thresholds have been updated annually with the CPI to adjust for price inflation. Thus, the 
definition of poverty has remained virtually unchanged for 35 years, despite substantial changes 
in family behavior and government policy. 

The NRC panel identified several weaknesses in the current poverty measure: 

• The current poverty measure takes no account of changes in taxes (e.g., the expansion of 
the EITC) or in-kind benefits (e.g., Food Stamps). 

• The current measure does not distinguish between the needs of working and nonworking 
families. In particular, it does not reflect the cost of child care and other work expenses 
for working low-income families. 

• The current poverty measure takes no explicit account of medical care costs, which vary 
significantly across families and have increased substantially since the current poverty 
measure was developed. 

The NRC Recommendations 

To understand the NRC panel's recommended revisions, one must understand the basics of 
determining poverty. A family is considered poor if its resources fall below a predetermined 
poverty line or threshold. Therefore, one must develop a methodology for estimating family 
resources and for defining the threshold resource level below which a family is considered poor. 

1. Defining Family Resources 

Under the current poverty calculation, the definition of family resources is cash income. The 
NRC recommendations would estimate family resources as: 

Family resources = Cash income + Near-money in-kind benefits - Taxes - Child care 
costs - Work expenses - Child support payments - Out of pocket 
medical care expenditures (including health insurance premiums) 

The rationale for subtracting taxes, work, and medical expenses from family resources is that 
these expenditures are typically not discretionary and reduce the family income available to 
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achieve a basic quality oflife. 

There is near consensus among researchers that adj usting for near-money in-kind benefits 
(primarily Food Stamps and housing subsidies) and taxes would be an improvement in how 
poverty is measured. There is slightly less agreement on whether child care costs, work 
expenses, and child support payments should also be deducted because an unknown proportion 
of these expenses is likely discretionary. (The NRC proposes to cap the amount of child care and 
work expenses that can be subtracted to deal with this problem.) As discussed below, the 
adjustment for out-of-pocket medical care expenditures is more controversial. 

2. Defining a Poverty Threshold 

A threshold must be determined against which to compare a family's resources. The NRC panel 
recommends basing the threshold on expenditures on "necessities" (food, shelter, and clothing) 
plus a little more. Specifically, the NRC panel recommends selecting the 30th to 35th percentile 
in the distribution of annual expenditures on food, shelter, and clothing among families of four 
(two adults and two children), and then multiplying this expenditure level by between 1.15 and 
1.25. Thresholds for other family sizes and types would be determined by an equivalency scale 
calculation. 

The NRC recommends adjusting these thresholds to take into account geographic variation in 
cost ofliving, based on differences in housing costs by region and by city size. It also 
recommends adjusting the thresholds over time by recalculating them from expenditure data on 
an annual basis. 

TECHNICAL ISSUES 

Four technical issues need to be decided in order to select a new measure of poverty. They are: 
1) determining the level of the new poverty threshold; 2) updating the thresholds over time; 3) 
adjusting for geographic variation; and 4) accounting for medical care expenditures. 

1. Determining the level of the poverty threshold. 

The NRC panel acknowledges that the actual level at which the poverty threshold (and hence the 
final poverty rate) is set is inherently arbitrary and cannot be determined on the basis of purely 
statistical judgements. There are two primary options: 

A. The NRC alternative. As described above, the NRC panel recommends establishing a 
threshold based on the 30th-35th percentile in the distribution of annual expenditures for a family 
of four, with a small multiplier to account for additional small personal expenditures. As shown 
in Tables I and 2, column 3, this would raise the 1996 poverty rate from 13.7% to 18.0%, and 
increase poverty among all subgroups. In addition, (as described further in Option B) this 
change would alter the composition of the poverty popUlation by changing the poverty rate 
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among subgroups. 

B. Benchmarking. The NRC panel also considered poverty estimates that benchmark the 
alternative poverty rate to equal the old poverty rate in a given year. The Census Bureau has 
done a number of such benchmarked calculations for 1996, as shown in Tables 1 and 2, column 
2. (The report issued early next year could benchmark to 1997.) Benchmarking would assure 
that the aggregate poverty rate is identical for the official and the alternative measure in the 
benchmark year. But the distribution of poverty among subgroups within each measure would 
differ (see Table 2). In general, working families and families with large out-of-pocket medical 
expenses would become poorer, and nonworking families with substantial in-kind benefits would 
become less poor. This would have geographic as well as subgroup poverty rate implications. 
Similarly, both historical and future trends would differ. For instance, the benchmarked measure 
would be identical to the current rate in 1996 but higher in 1991. (The faster fall using the 
alternative measure is largely due to the expansion in the EITC.) 

Pros of using the NRC measure: 
• Incorporates the recommendations of the NRC panel, based on their professional 

judgement from the best available evidence, and therefore provides some limited political 
cover. 

• Generates dollar threshold levels that are quite similar to the current dollar thresholds 
(although the conceptual measures of resources to which the thresholds would be 
compared are quite different). 

Cons of using the NRC Measure: 
• Results in a higher poverty rate (although the trends over time are similar.) 

Pros of Benchmarking: 
• May provide an easier transition to the new methodology because there will not be a 

change in the overall level of poverty. Critics, of course, will still charge that this level is 
arbitrary. 

• Focuses the arguments on the relative distribution of who is poor rather than how many 
people are poor. 

Cons of Benchmarking: 
• Violates the NRC recommendation that the threshold should be based on the 30th-35th 

percentile in the expenditure distribution. In order to benchmark, the threshold falls to 
about the 25th percentile of expenditures on food, shelter, and clothing. 

NOTE: The EOP Policy Working Group does not have a recommendation regarding 
benchmarking. 



2. Updating the thresholds over time 

Currently the poverty threshold is updated annually using the CPI-U. This, however, does not 
allow for adjustments that reflect changes in underlying consumption patterns that might affect 
the revised thresholds. For instance, food prices have decreased relative to other goods over 
time, while housing prices have increased. There are two options: 
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(A) Recalculate the thresholds annually as a share of consumption on food, shelter, and clothing. 
(This is recommended by the NRC pane\.) 

(B) Update the thresholds on a year-to-year basis using a price index (preferably one based only 
on food, shelter and clothing). Implement a regular process (every 5-10 years) of reviewing the 
poverty measure and recalculating the thresholds. 

Pros of Recalculating the Thresholds: 
• Regular recalculation will allow the poverty thresholds to reflect more accurately changes 

in consumption patterns and standards of living. 

• Without an expectation that the thresholds will be re-calculated regularly, it may be hard 
to update them at all. 

Cons of Recalculating the Thresholds: 
• Because of swings in the business cycle and the fact that the thresholds are affected by 

changes in the distribution of household expenditures, recalculation could potentially 
move the threshold a large amount or in an unexpected direction. This might raise 
substantive and political concerns. 

Pros of Updating Using the CPI: 
• Using the NRC methodology, the poverty thresholds are somewhat relative (i.e., they are 

affected by changes in the distribution of household expenditures.) As a result, they are a 
moving target and do not provide an absolute standard of need. A CPI adjustment would 
make it easier to compare poverty from year to year against a constant standard. 

• Because consumption patterns and standards ofliving change slowly, it may be better to 
take them into account periodically rather than annually. 

• An update with a CPI for necessities only (food, clothing, and shelter) may capture most 
of the relevant changes and would make it easier in the short run to understand the 
updating procedure. 

• There are not enough data to make a credible annual recalculation of the thresholds. 



Cons of Updating Using the CPJ: 
• Does not follow the NRC recommendations. 

• Needs to be supplemented by a periodic updating and recalculation process that could 
prove difficult to implement because it might be perceived as a "new standard," and 
would also lead to discontinuities in the poverty series in years when updating is done. 

NOTE: The EOP Policy Working Group recommends Option CB). 

3. Adjusting for geographic variation. 

The NRC panel recommended adjusting the poverty thresholds for cost-of-living differences 
across regions and by city size. Following the NRC recommendation, the Census Bureau 
proposes .to make such adjustments based on housing cost differences (which have much greater 
regional/city size variation than food or clothing.) 

Pros of Adjustingfor Geographic Variation in Cost of Living: 
• Most statisticians and economists agree that such adjustments should be made if data are 

available. 
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• The existing Administrative poverty guidelines are already adjusted for Alaska and 
Hawaii. 

Cons of Adjustingfor Geographic Variation in Cost of Living: 
• There is no consensus on how to make such adjustments, and the issue could be highly 

politicized. 

• The data available to make such adjustments are limited and may not be entirely reliable. 

• Implementing such an adjustment in the poverty threshold could lead to pressure to 
provide regional cost adjustments in a wide variety of other government programs, from 
Social Security benefits to tax payments. 

NOTE: The EOP Policy Working Group recommends against geographic price adjustments. 

4. Accounting for medical care expenditures. 

Since the mid-1970s, analysts have been concerned that the official poverty rate overstates the 
extent of poverty among beneficiaries of Medicare, Medicaid, and private health insurance. At 
the same time, the official poverty rate may understate the extent of poverty among populations 
with large medical expenditures. Most analysts agree that, in principle, medical care "needs" 
should be incorporated into the calculations of the threshold and family resources (i.e., families 
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with higher medical needs should have higher thresholds; those with more generous medical 
benefits should be considered to have more resources; and those who must spend more to 
achieve "good health" should have those expenses subtracted from their resources). However, 
we cannot observe a family's medical need. In addition, it is not clear that one can simply 
impute the cash value of insurance benefits and add this to income; the "extra" benefits received 
from insurance to cover expensive medical services do not provide income that can be used for 
any other purpose. 

To understand the difficulties, consider including medical benefits into the income calculations. 
Adding medical benefits to income, without also adjusting the poverty threshold, has the 
perverse effect of making sicker individuals appear better off. Other proposals to adjust the 
poverty threshold (without also adjusting resources) run into similar problems. 
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In the end, the NRC panel recommended subtracting all medical out-of-pocket (MOOP) 
expenses (including health insurance premiums) from income, without trying to value health 
insurance as a part of income or medical need as a part of the thresholds. Hence, family 
resources are measured net ofMOOP, Those individuals with good insurance will have few out­
of-pocket medical expenses; those without insurance who face health problems will have lower 
measured incomes as they pay more for medical care. 

This adjustment accounts for the larger poverty rates using the NRC methodology. For example, 
in 1996 the poverty rate was 13.7% using the current methodology; it would have been 18.0% 
using the NRC methodology, but only 13.2% using the NRC methodology without the medical 
expenses adjustment This adjustment nearly doubles the poverty rate for the elderly, raising it 
almost to the rate for children. This adjustment is one of the most controversial of the NRC 
recommendations. 

There is general agreement that ignoring medical care and medical expenses entirely is not a 
good idea -- particularly given the rapid increase in medical costs in the past 30 years, the extent 
of un insurance among the low-income population, and this Administration's concern with it. In 
addition, if we do not adjust for medical care (in some way) now, it may be much harder to do so 
in a few years when we will have better data (because the change will be so dramatic it will be 
viewed as another big methodology change), 

There are three approaches to incorporating medical care and expenses: 

(A) Follow the NRC recommendation and subtract MOOP from family resources. This shows 
families with unreimbursed medical expenses as less well-off than other families. 

(8) An average amount of MOOP could be added to the thresholds rather than subtracted from 
resources. (The choice between options (A) and (8) is a technical decision that Census should 
address.) 
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(C) Try to impute the value of health insurance to resources, so those with insurance have higher 
resources. Health insurance should then also be imputed into the thresholds. 

Pros of Adjustingfor MOOP (either options (A) or (B)): 
• While not perfect, under the NRC recommended adjustment families with higher 

unreimbursed medical expenditures will be "poorer." The NRC recommended 
adjustment would also be sensitive to changes in health-care financing that would 
decrease MOOP and thereby increase disposable income and reduce poverty. 

Cons of Adjustingfor MOOP (either options (A) or (B)): 
• The data that are currently available are out-of-date (but we should have updated 

information available in a more timely fashion within another year). 

• The NRC recommended approach relies on the controversial assumption that all medical 
care expenditures are nondiscretionary. (This concern could be mitigated to some extent 
by imposing a cap on the amount of medical expenses.) 

Pros of Imputing the Value of Health Insurance into Resources and Thresholds: 
• Provides a more complete accounting of all medical resources available to a family. 

Cons of Imputing the Value of Health Insurance into Resources and Thresholds: 
• There is no accepted "correct" way to do this. The data here are probably more unreliable 

than the data needed to impute the value of MOOP to families. 

• Many analysts agree with the NRC panel that the value of health insurance is quite 
different from (say) the value offood stamps, which are far more fungible. Mixing in 
health insurance coverage causes interpretational and conceptual problems to a measure 
of economic need. 

• To date, Census has been following the NRC recommendation. Ifwe asked them to 
switch to this approach, it might require substantial additional work and seriously delay 
their report. 

NOTE: The EOP Policy Working Group recommends that Census incomorate medical care in 
some way and recognizes that the Census Bureau is prepared for option CAl. However the group 
strongly recommends that Census thoroughly investigate the impact of option CH), and continue 
work on other approaches to incomorating medical care and expenditures, such as by valuing 
medical health insurance Coption CC). 



APPENDIX 
The Effect of the Poverty Measure on Program Eligibility and Benefits 

The Congressional Research Service has identified 26 programs that use the poverty 
guidelines (the simplified version of the thresholds) to determine eligibility at least in part. In 
addition, 15 programs allocate funds to States or localities using poverty counts as a factor. (A 
few programs, e.g., WIC and Head Start, are in both sets.) Many of the program connections to 
the poverty definition are unique, and many are highly complex. Hence, we do not yet have a 
precise estimate of how program costs or coverage would be affected. 
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We should not leap to the conclusion that this large number of programs would dictate a 
large Federal cost impact of a new measure of poverty. Many of the affected programs are small, 
and many of the programs may be affected to only a limited degree by even a change in the 
measured aggregate incidence of poverty. Some of the programs are discretionary, meaning that 
their aggregate cost is set by appropriation; a change in the measure of poverty would affect only 
the geographic distribution of those funds (though that could, in itself, be a matter of political 
concern, if such reallocations should prove to be significant). However, where at least a few 
large programs are involved, it is essential to investigate the potential impact carefully. 

There are two schools of thought on the potential budgetary or allocational effect of a 
change in the definition of poverty. 

Gordon Fisher, the analyst at HHS who oversees the production of the poverty guidelines 
used in some programs, presents one perspective in a recent paper: 

A number of people believe that the poverty guidelines affect many big entitlement 
programs. That belief is an exaggeration of the actual situation. Most of the Federal 
programs using the guidelines are medium-sized or small, with only a few big programs. 
Moreover, most...are discretionary programs ... Only a few programs using the guidelines 
are mandatory: Medicaid, the Food Stamp Program, and child nutrition programs (mainly 
the National School Lunch Program).' 

Offering a different perspective, a recent issue of Focus, the periodical of the Institute for 
Research on Poverty, notes that: 

For example, the NRC study panel proposed that the measure take into account work­
related expenses in families where at least one person is employed. Such a change could 
have important implications for the allocation of federal funds between local areas where 

'G. Fisher, "Disseminating the Administrative Version and Explaining the 
Administrative and Statistical Versions of the Federal Poverty Measure." Clinical Sociology 
Review, vol. 15 (1997), p. 165. 



the proportions of working and nonworking families differ. Including geographic 
variations in housing costs might have similar far-reaching effects. Before introducing a 
new poverty measure for program purposes, policy makers must determine whether the 
resulting redistribution ofresources will be more equitable, or will have unexpected and 
capricious effects. 
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As Fisher suggests, the discretionary - mandatory distinction is important. As noted 
above, the issue for discretionary programs is not the amount of funding, which is determined by 
appropriations (though Congress could change future appropriations under the influence of a 
changed measure of poverty), but rather the geographic allocation of a fixed amount of 
appropriations. The geographic allocation of relevant discretionary program funds can depend 
upon the incidence of poverty in particular locations. Therefore, these programs are affected by 
the actual poverty measure, based on the official thresholds and income concept. The ties 
between these programs and poverty vary considerably, and staff are undertaking the task of 
determining how much effect a change in the poverty concept could have. These allocations may 
or may not change by much, depending upon the extent to which the new poverty measure 
reallocated poverty geographically; the role of poverty in the allocation of the discretionary funds 
(some programs use poverty as only one of several indexes by which to distribute funding); the 
lag between the measurement of poverty and the actual effect on the program (some programs 
use poverty as measured in the decennial census); and other factors that can be determined only 
through a program-by-program search. 

Besides the official poverty thresholds and the income definition, there are poverty 
guidelines. The Federal poverty guidelines are the version of the official poverty measure used 
for program purposes. They are issued by HHS annually, and are based on a simplified and 
updated version of the previous year's Census poverty measure. 

Staff are in the process of determining the potential effects of a change in the poverty 
measure on the two largest programs affected by the poverty measure, Medicaid and the Food 
Stamp Program, as well as the smaller programs. In Medicaid, the poverty threshold defines the 
upper end of eligibility for about 20 percent of recipients, mostly women, infants, and children. 
For example, children up to age 6 in families with income below 133 percent of the poverty line 
(higher at state option) are automatically eligible for Medicaid. Older children are eligible if 
their family is below 100 percent of the poverty line. In Food Stamps, the poverty measure 
again defines the upper end of eligibility; but the level of benefits is determined in a separate 
calculation, and families close to the eligibility limit typically are eligible for only very low (or 
even zero) benefits. Because very few of these families actually apply for the Food Stamp 
program, we would expect the effect of changes in this eligibility limit on Food Stamps to be 
smaller than for Medicaid. 

At present, we have only very rough estimates of some of the effects of these changes. 
We present numbers here that should be viewed as providing merely some sense of the 
magnitude of the impact of these changes on the Food Stamp and Medicaid programs. 
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Changes in the poverty thresholds would under reasonable circumstances require changes 
in the poverty guidelines and in the statutory provisions affecting eligibility for each program. 
Because of the uncertain political environment and the preliminary nature of these calculations, 
we offer only a very simplified and therefore unrealistic scenario, which involves no statutory 
change and only a mechanical change to the guidelines. Note (see Table I) that if the poverty 
rate is benchmarked in 1997, the actual thresholds decline significantly. Using these new 
thresholds in some revised set of poverty guidelines would result in reductions in eligibility and 
less spending on programs. For the rough estimates presented here, we assume that the new 
poverty thresholds (against which "full income" -- including in-kind benefits and net of work 
expenses -- is compared) are adjusted to be comparable to the old poverty thresholds, e.g., we 
back out in-kind benefits and add back work expenses and taxes. This results in an 
approximately a 10 percent increase in the poverty guidelines. 

Both OMB and HHS agree that the general magnitude of the effect of such a change on 
program dollars for Food Stamps will be around $100 million, or one-third of one percent of 
program spending. The impact of Medicaid would be around $1 billion in additional 
expenditures, which represents about 1 percent of Federal dollars spent on Medicaid, and about 
$750 million in State spending. Our estimates of the number of people affected by these changes 
are even more uncertain. One estimate (by OMB) of the Medicaid effects is an increase of full­
year enrollees of about 900,000, mostly children. But it is worth emphasizing again that these 
numbers are only preliminary. More detailed scenarios and models that consider the effects of a 
range of alternative poverty guidelines need to be completed. 
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Summary and 
Recommendations 
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The U.S. measure of poverty is an important social indicator that affects 
not only public perceptions of well-being in Atllerica. but also public policies 
and programs. The current measure was originally developed in the early 
1960s as an indicator of me number and proportion of people with inadequate 
family incomes for needed consumption of food and other goods and services. 
At that time, the poverty "line" for a family of four had broad support. Since 
then, the poverty measure has been widely used for policy fonnation, program 
administration, analytical research. and general public understanding. 

Like other important indicators, the poverty measure should be evaluated 
periodically to determine if it is still serving its intended purposes and whether 
it can be improved. This report of the Panel on Poverty and Family Assistance 
provides such an evaluation. Our major conclusion is that the current measure 
needs to be revised: i.t..no longer provides an accurate picture of the differ­
ences in the extent of economic poverty among population groups or geo­
graphIC areas of the country, nor an accurate pIcture of trenas over tIme. The 
curr~eIl1aitIed vlrtuany unchanged over the past 30 years. Yet 
during that time, there have been marked changes in the nation's economy 
and society and in public policies that have affected families' economic well­
being, which are not reflected in the measure. Improved data, methods, and 
research knowledge make it possible to improve the current poverty measure. 

The panel proposes a new measure that will more accurately identify the 
poor population today. For example, for 1992, the year for which the panel 
had data available for analysis, the proposed measure, compared with thel 
current measure, finds a lower poverty rate for people in families on public 
assistance and a higher poverty rate for people in working families. The, 
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differences are largely the result o~ctors: first. the proposed measure 
counts not only cash ~ina.~. but also the value_QCg~ch in-kind benefits as 

s' second, the pro osed measure counts net earnings, after deduc­
tions for taxes and work expenses, instead of gr.oss_eamings. Equally impor­
tant, the proposea measure Will more accurately describe changes in the extent 
of poverty over time that result from new public policies and further social and 
economic change. 

THE CURRENT POVERTY MEASURE: EVALUATION 

The current poverty measure has a set of lines, or thresholds, that are com­
pared with families' resources to detennine whether or not they are poor. 
The thresholds differ by the number of adults and children in a family and, for 
some family types, by the age of the family head. The resources are families' 
annual before-tax money income. 

The current thresholds were originally developed as the cost of a mini­
mum diet times three to allow for expenditures on all other goods and ser­
vices. The multiplier of three represented the after-tax money income of the 
average family in 1955 relative to the amount it spent on food. The central 
threshold for 1963 was about $3,100 for a family offour (two adults and two 
children). Because the thresholds have been adjusted only for estimated price 
changes, the 1992 threshold for a two-adult/two-child funily ofS14,228 repre­
sents the same purchasing power as the threshold of $3,100 did 30 years ago. 

From the beginning, the poverty measure had weaknesses, and they have 
become more apparent and consequential because of far-reaching changes in 
the U.S. society and economy and in government policies. 

• First, because of thefmcreased labor force parrjcipationtof mothers, 
there are more working families who must pay for child careJ but the current 
measure does not distinguish between the needs' of families in which the 
parents do or do not work outside the home. More generally, the current 
measure does not distinguish between the needs of workers and nonworkers. 

• Second. because of differences in heilth status and insurance coverage, 

different population groups face significant variations in medical care 'costs, but 
the current measure does not take account of them. 

• Third, the thresholds are the same across the nation, although signifi­
cant price variations across geographic areas exist for such needs as housing. 

• Fourth, the family size adjustments in the thresholds are anomalous in 
many respects, and changing demographic and family characteristics (such as 
the reduction in average family size) underscore the need to reassess the 
adjustments. 

• Fifth, more broadly, changes in the standard of living call into question 
the merits of continuing to use the values of the original thresholds updated 
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only for inflation. Historical evidence suggests that poverty thresholds­
including those developed according to "expert" notions of minimum needs­
follow trends in overall consumption levels. Because of rising living standards 
in the United States, most approaches for developing poverty thresholds (in­
cluding the original one) would produce higher thresholds today than the 
current ones. 

• Finally, because the current measure defines family resources as gross 
money income, it does not reflect the effects of imponant government policy 
initiatives that have significantly a1tered families' disposable income and, hence, 
their poverty status. Examples are the increase in the Social Security payroll 
tax, which reduces disposable income for workers, and the growth in the Food 
Stamp Program, which raises disposable income for beneficiaries. Moreover, 
the current poverty measure cannot reflect the effects of future policy initia­
tives that may have consequences for disposable income, such as changes in 
the financing of health care, further changes in tax policy, and efforts to move 
welfare recipients into the work force. 

The Panel on Poverty and Family Assistance concludes that the poverty 
measure should be revised to reflect more accurately the trends in poverty 
over time and the differences in poverty across population groups. Without 
revision, and in the face of continuing socioeconomic change as well as 
changes in government policies, the measure will become increasingly unable 
to infonn the public or support research and policy making. 

It is not easy to specify an alternative measure. There are several poverty 
concepts, each with merits and limitations, and there is no scientific basis by 
which one concept can be indisputably preferred to another. Ultimately, to 
recommend a particular concept requires judgment as well as science. 

Our recommended changes are based on the best scientific evidence 
available, our best judgment, and three additional criteria. First, a poverty 
measure should be acceptable and understandable to the public. Second, a 
poverty measure should be statistically defensible. In this regard, the concepts 
underlying the thresholds and the definition of resources should be consistent. 
Third, a poverty measure should be feasible to implement with data that are 
available or can fairly readily be obtained. 

RECOMMENDATION: A NEW POVERTY MEASURE 

The official U.S. poverty thresholds should comprise a budget for the three 
basic categories of food, clothing, shelter (including utilities), and a small 
additional amount to allow for other needs (e.g., household supplies, personal 
care, non-work-related transportation). Actual expenditure data should be 
used to develop a threshold for a reference family of four-two adults and two 
children, Each year, that threshold should be updated to reflect:t~~ / 
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spending on food, clothing, and shelter over the previous 3 years and then 
adjusted for different family types and geographic areas of the country. The 
resources of a family or individual that are compared with the appropriate 
threshold to determine poverty status should be consistently defined to include 
money and near-money disposable income: that is, resources should include 
most in-kind benefits and exclude taxes and certain other nondiscretionary 
expenses (e.g., work expenses). 

The procedure for updating the poverty thresholds over time is an integral 
part of the proposed measure. Poverty measures tend to reflect their time and 
place. At issue is whether the thresholds ought to be updated for real changes 
in living standards only occasionally. or on a regular basis, and by how much. 
We propose a regular updating procedure to maintain the time series of 
poverty statistics. We also propose a conservative updating procedure that 
adjusts the thresholds for changes in consumption that are relevant to a pov­
erty budget. rather than for changes in total consumption. 

We recommend that the proposed measure be adopted for official gov­
ernment use. We also urge the Statistical Policy Office in the U.S. Office of 
Management and Budget (which we presume will oversee the consideration 
and implementation of our recommendations) to establish a mechanism for 
regular review of the poverty measure on a IO-year cycle. No measure is 
without flaws, and it is important to have periodic reviews to identify im­
provements in concepts, methods, and data that may be needed. Altering a 
key social indicator is always difficult, but if a measure becomes markedly out 
of step with societal conditions, its utility as a barometer and guide to policy is 
gready reduced. 

RECOMMENDATION 1.1. The official U.S. measure of poverty should 
be revised to reflect more nearly the circumstances of the nation's 
fantilles and changes in them over time. The revised measure 
should comprise a set of poverty thresholds and a definition of 
family resources-for comparison with the thresholds to detennine 
who is in or out of poverty-that are consistent with each other and 
otherwise statistically defensible. The concepts underlying both the 
thresholds and the definition of fanilly resources should be broadly 
acceptable and understandable and operationally feasible. 

RECOMMENDATION 1.2. On the basis of the criteria in Recommen­
dation 1.1, the poverty measure should have the following charac­
teristics: 

• The poverty thresholds should represent a budget for food, 
clothing, shelter (including utilities), and a small additional amount 
to allow for other needs (e.g., household supplies. penonal care. 
non-work-related transportation). 
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• A threshold for a reference fanilly type should be developed 
using actual consumer expenditure data and updated annually to 
reflect changes in expenditures on food, clothing, and shelter over 
the previous 3 years. 

• The reference family threshold should be adjusted to reflect the 
needs of different family types and to reflect geographic differences 
in housing costs. 

• Family resources should be defined-consistent with the thresh­
old concept-as the sum of money income from all sources together 
with the value of near-money benefits (e.g., food stamps) that are 
available to buy goods and services in the budget, minus expenses 
that cannot be used to buy these goods and services. Such expenses 
include income and payroll taxes, child care and other work-related 
expenses. child support payments to another household, and out-of­
pocket medical care costs, including health insurance premiums. 

RECOMMENDATION 1.3. The U.S. Office of Management and Budget 
should adopt a revised poverty measure as the official measure for 
use by the federal govermnent. Appropriate agencies, including the 
Bureau of the Census and the Bureau of Labor Statistics, should 
collaborate to produce the new thresholds each year and to imple­
ment the revised definition of family resources. 

RECOMMENDATION 1.4. The Statistical Policy Office of the U.S. Of­
fice of Management and Budget should institute a regular review, on 
a 10-year cycle. of all aspects of the poverty measure: reassessing 
the procedure for updating the thresholds, the family resource defi­
nition, etc. When changes to the measure are implemented on the 
basis of such a review, concurrent poverty statistics series should be 
run under both the old and the new measures to facilitate the 
transition. 

SETTING AND UPDATING THE 
POVERTY THRESHOLD 

We propose that the poverty-level budget for the reference family start with a 
dollar amount for the sum of three broad categories of basic goods and ser­
vices-food, clothing, and shelter (including utilities). The amount should be 
determined from actual Consumer Expenditure Survey (CEX) data as a per­
centage of median expenditures on food, clothing, and shelter by two-adult/ 
two-child families. This sum should then be increased by a modest additional 
amount to allow for other necessities. The allowance for "other expenses" is 
intended to cover such goods and services as personal care, household supplies, 
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and non-wark-related transportation. However, it does not include such 
nondiscretionary expenses as taxes and child care and other costs of working. 
which are treated as deductions from income (see below). 

Once a new reference family threshold is detennined, it should be up­
dated each year with more recent expenditure data. The recommended 
updating procedure will automatically, over time, reflect real changes in the 
consumption of basic goods and services without the need for a periodic and, 
inevitably, disruptive readjustment in the level. It represents a middle ground 
between the approach of simply updating the thresholds for price changes, 
which ignores changes in living standards over time, and the approach of 
updating the thresholds for changes in total consumption. 

As part of implementing the proposed poverty measure, the current offi­
cial threshold should be reevaluated in light of the proposed threshold con­
cept, which treats certain expenses as deductions from income rather than as 
elements of the poverty budget. That evaluation should also consider the real 
growth in the sundard of living that has occurred since the current threshold 
was first set for 1963. 

We do not as a panel recommend a specific threshold with which to 
initiate the new poverty measure. Ultimately, that decision is a matter of 
judgment. We do. however, offer Our conclusion about a range for that initial 
threshold. This conclusion represents our own judgment. informed by analy­
sis of thresholds developed from other commonly used concepts. such as 
expert budgets, relative thresholds expressed as one-half median income or 
expenditures, and thresholds derived from responses to sample survey ques­
tions about the poverty line. 

We believe that a reasonable range for the initial threshold for the refer­
ence family of two adults and two children is 513,700 to $15,900 (in 1992 
dollars). The lower number equals the expenditures for food. clothing,' and 
shelter ($11,950) by families at the 30th percentile of all two-adult/two­
children families. with a multiplier of 1.15 for other needed expenditures; the 
higher number equals the expenditures for food, clothing, and shelter (512,720) 
by families at the 35th percentile of all two-adult/ two-children families, with 
a multiplier of 1.25 for other needed expenditures. 

REcOMMENDATION 2.1. A poverty threshold with which to initiate a 
new series of official U.S. poverty statistics should be derived from 
Consumer Expenditure Survey data for a reference family of four 
penoDS (two adults and two children), The procedure should be to 
specify a percentage of median annual expenditures for such families 
on the sum of three basic goods and services-food. clothing. and 
shelter (including utilities)-and apply a speci.6ed multiplier to the 
corresponding dollar level so as to add a small amount for other 

needs, 
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RECOMMENDATION 2.2. The new poverty threshold should be up­
dated each year to reflect changes in consumption of the basic goods 
and services contained in the poverty budget: detennine the' dollar 
value that represents the designated percentage of the median level 
of expenditures on the sum of food, clothing. and shelter for two­
adult/two-child families and apply the designated multiplier. To 
smooth out year-to-year fluctuations and to lag the adjustment to 
some extent, perfonn the calculations for each year by averaging the 
most recent 3 years' worth of data from the Consumer Expenditure 
Survey, with the data for each of those years brought forward to the 
current period by using the change in the Consumer Price Index. 

RECOMMENDATION 2.3. When the new poverty threshold concept is 
fint implemented and for several years thereafter, the Census Bu­
reau should produce a second set of poverty rates for evaluation 
purposes by using the new thresholds updated only for price changes 
(rather than for changes in consumption of the basic goods and 
services in the poverty budget). 

RECOMMENDATION 2.4. As part of implementing a new official U.S. 
poverty measure, the current threshold level for the reference family 
of two adults and two children ($14,228 in 1992 dollars) should be 
reevaluated and a new threshold level established with which to 
initiate a new series of poverty statistics. That reevaluation should 
take account of both the new threshold concept and the real growth 
in consumption that has occurred since the official threshold was 
first set 30 years ago. 

ADJUSTING THE THRESHOLD 

Given a poverty threshold for a reference family of two adults and two 
children, the next step is to develop appropriate thresholds for families with 
more and fewer members and different numbers of adults and children. We 
recommend that the reference family threshold be adjusted by means of an 
"equivalence scale" to detennine thresholds for other family types. There is 
no consensus in the scientific literature on the precise fonn of an appropriate 
equivalence scale, although there is agreement on some properties of such a 
scale and that the scale implicit in the official poverty thresholds is flawed. 

We recommend that the scale recognize that children under age 18 on 
average consume less than adults, but that the scale not further distinguish 
family members by age or other characteristics, We also recommend that the 
scale add a decreasing amount for each adult (or adult equivalent) family 
member to reflect economies of scale available to larger families, such as their 

I, 
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ability to buy food and other items in bulk and jointly use many durable 
goods. 

Evidence of cost-of-living differences among geographic areas--such as 
between metropolitan and nonmetropolitan areas-suggests that the poverty 
thresholds should be adjusted accordingly, but inadequate data make it difficult 
to determine appropriate adjuscments. As a first and partial step, we recom­
mend that the housing component of the poverty thresholds be indexed to 
reflect variations in housing costs across the country. This adjustment can be 
made by analyzing decennial census data with the methodology developed by 
the U.S. Department of Housing and Urban Development (HUD) to estimate 
rents for comparable apartments in different localities. We believe the avail­
able data support reasonable adjustments for several population size groups of 
metropolitan areas within each of nine regions of the country. The resulting 
geographic index should be applied to the housing component of the thresh­
olds. It may also be possible to update the index values each year (rather than 
at IO-year intervals) by applying the updating methods used by HUD. 

We do not recommend adjustments for other budget items at this time 
because good data for such adjustments are lacking and because the available 
research suggests that variations in the costs of other budget items are not 
large. However, more research would be very helpful to develop refined 
methods and data by which to adjust the poverty thresholds more accurately 
for geographic cost-of-living differences for housing and other goods and 
services. One source of improved data could be the area price index program 
of the Bureau of Labor Statistics (BLS). 

RECOMMENDATION 3.t. The four-person (two adult/two child) pov­
erty threshold should be adjusted for other family types by means of 
an equivalence scale that reflects differences in consumption by 
adults and children under 18 and economies of scale for larger 
families. A scale that meets these criteria is the following: children 
under 18 are treated as consuming 70 percent as much as adults on 
average; economies of scale are computed by taking the number of 
adult equivalents in a family (Le., the number of adults plus 0.70 
times the number of children), and then by raising this number to a 
power offrom 0.65 to 0.75. 

RECOMMENDATION 3.2. The poverty thresholds should be adjusted 
for differences in the cost of housing across geographic areas of the 
country. Available data from the decennial census pennit the devel­
opment of a reasonable cost-of-housing index for nine regions and, 
within each region, for several population size categories of metro­
politan areas. The index should be applied to the housing portion of 
the poverty thresholds. 
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RECOMMENDATION 3.3. Appropriate agencies should conduct re­
search to determine methods that could be used to update the 
geographic housing cost component of the poverty thresholds be­
tween the decennial censuses. 

RECOMMENDATION 3.4. Appropriate agencies should conduct 're­
search to improve the estimation of geographic cost-of-living differ­
ences in housing as well as other components of the poverty budget. 
Agencies should consider improvements to data series, such as the 
BLS area price indexes. that have the potential to support improved 
estimates of cost-of-living differences. 

DEFINING FAMILY RESOURCES 

It is important that family resources are defined consistently with the threshold 
concept in any poverty measure. The currene measure violates this principle, 
as has some recent work to investigate alternatives. Examples are measures 
that add the value of public and private health insurance benefits to families' 
resources without adjusting the thresholds to account for medical care needs. 
Such measures should be discontinued. 

For consistency, we recommend that family resources be defined as 
money and near-money disposable income. More precisely, the definition should 
include money income from all sources, as well as the value of such in-kind 
benefits as food stamps and public housing. It should exclude out-of-pocket 
medical care expenditures. including health insurance premiums; income and 
payroll taxes; child care and other work-related expenses; and child support 
payments to another household. The child care deduction should be cappe;] 
and apply only to families in which there is no adult at home to provide the 
care; the deduction for other work expenses should be a flat amount per 
week worked. 

We believe there is widespread agreement among researchers about the 
appropriateness of such adjustments to income as deducting taxes and work 
expenses, which are a cost of earning income and cannot be used for con­
sumption, and about adding the value of in-kind benefits that support con­
sumption. The only important area of disagreement concerns medical care 
benefits. 

Trying to account for private and public medical insurance benefits­
important as they dearly are-in the same way as in-kind benefits for such 
items as food and housing would greatly complicate the poverty measure and 
cloud its interpretation. A chief reason is the wide variation in health care 
needs among the population: Some people have high medical costs; some 
have none. Hence, the proposed poverty measure does not include an allow­
ance for medical expenses, either those that might be covered by insurance or 
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paid for out of pocket; for consistency, the proposed resource definition does 
not add the value of health insurance. Also for c"ansistency. the proposed 
definition subtracts out-of-pocket medical care expenses from income: even 
with insurance, many people must payout of pocket to obtain that insurance 
or to receive care, and such expenses reduce disposable income. 

Although the proposed poverty measure excludes medical care from both 
the thresholds and resources, it will reflect changes in health care policy that 
affect disposable income. For example, if changes in health care financing 
reduce out-of-pocket medical expenditures and thereby free up resources for 
food, housing, and other consumption, the proposed measure will show a 
lower poverty rate; the current measure would not show this effect. We also 
recommend that appropriate agencies develop direct indicators of the extent 
to which families lack or have inadequate health insurance that puts them at 
risk of not being able to afford needed treatment. These "medical care risk" 
measures should be cross-tabulated with but kept separate from the economic 
poverty measure. 

RECOMMENDATION 4.1. In developing poverty statistics, any signifi­
cant change in the definition of family resources should be accom­
panied by a consistent adjustment of the poverty thresholds. 

RECOMMENDATION 4.2. The definition of family resources for com­

parison with the appropriate poverty threshold should be disposable 
money and near-money income. Specifically, resources should be 
calculated as follows: 

• estimate gross money income trom all public and private sources 
for a family or unrelated individual (which is income as defined in 
the current measure); 

• add the value of near-money nonmedical in-kind benefits, such 
as food stantps, subsidized housing, school lunches. and home en­
ergy assistance; 

• deduct out-of-pocket medical care expenditures, including 
health insurance premiums; 

• deduct income taxes and Social Security payroll taxes; 
• for families in which there is no nonworking parent, deduct 

actual child care costs. per week worked, not to exceed the earnings 
of the parent with the lower earnings or a cap that is adjusted 
annually for inflation; 

• for each working adult. deduct a flat amount per week worked 
(adjusted annually for inflation and not to exceed earnings) to ac­
count for work-related transportation and miscellaneous expenses; 
and 

• deduct child support payments from the income of the payer. 
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RECOMMENDATION 4.3. Appropriate agencies should work to develop 
one or more "medical care risku indexes that measure the economic 
risk to families and individuals of having no or inadequate health' 
insurance coverage. However, such indexes should be kept separate 
from the measure of economic poverty. 

EFFECTS 

To consider the effects of our proposed measure, we estimated poverty rates 
under both the current and the proposed measures with data from the March 
1993 Current Population Survey (CPS), supplemented with data from the 
Survey of Income and Program Participation (SIPP) and other sources. 

In one set of comparisons, we kept the overall poverty rate the same for 
both measures-14.S percent in 1992. The results show important distribu­
tional effects on the makeup of the poverty population under the proposed 
measure: most strikingly, higher poverty rates for families with one or more 
workers and for families that lack health insurance coverage and lower rates for 
f.unilies that receive public assistance. The results also show higher poverty 
rates in the Northeast and West and lower rates in the South and, to a lesser 
extent, in the Midwest. 

In another set of comparisons. we used the midpoint of our suggested 
range for the two-adult/two-child family threshold-$14,800. With this 

threshold, a scale economy factor of 0.75, and the other features of our 

measure, the poverty rate increased from 14.5 percent to 18.1 percent; with a 
scale economy factor of 0.65, the poverty rate increased to 19.0 percent. The 
changes in the resource definition increased the rate more than the changes in 
the thresholds. If we had been able to use SIPP data exclusively, we estimate 
that the rate would have increased less, from 14.5 percent to 15 or 16 percent 
(depending on the scale economy factor), because SIPP obtains more com­
plete income reporting for lower income people than does the March CPS. 

NEEDED DATA 

Full and accurate implementation of the proposed poverty measure will re­
quire changes and improvements in data sources. We recommend that SIPP 
become the source of official poverty statistics in place of the March CPS. 
SIPP asks more relevant questions than the March CPS and obtains income 
data of higher quality. Also, because SIPP is an income survey rather than a 
supplement to a labor force survey, it is better able to satisfY the data require­
ments for an improved measure of poverty, both now and in the future. 

Because analysis with other surveys (including the March CPS) and with 
the decennial census often requires indicators of poverty status, we encourage 
research on the estimation of disposable income from these data sources. 
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Finally, with regard to expenditure data, we support a review of the Con­
sumer Expenditure Survey to identify changes. especially larger sample sizes. 
that would improve its usefulness for poverty measurement and other impor­
tant analyses of consumption. income, and savings. 

RECOMMENDATION 5.1. The Survey of Income and Program Partici­
pation should become the basis of official U.S. income and poverty 
statistics in place of the March income supplement to the Current 
Population Survey. Decisions about the SIPP design and question­
naire should take account of the data requirements for producing 
reliable time series of poverty statistics using the proposed definition 
of family resources (money and near-money income minus certain 
expenditures). Priority should be accorded to methodological re­
search for SIPP that is relevant for improved poverty measurement. 
A particularly intportant problem to address is population under­
coverage, particularly of low-income minority groups. 

RECOMMENDATION 5.2. To facilitate the transition to SIPP, the Cen­
sus Bureau should produce concurrent tinte series of poverty rates 
from both SIPP and the March CPS by using the proposed revised 
threshold concept and updating procedure and the proposed defini­
tion of family resources as disposable income. The concurrent 
series should be developed starting with 1984, when SIPP was first 
introduced. 

RECOMMENDATION 5.3. The Census Bureau should routinely issue 
public-use files from both SIPP and the March CPS that include the 
Bureau's best estimate of disposable income and its components 
(taxes, in-kind benefits, child care expenses, etc.) so that researchers 
can obtain poverty rates consistent with the new threshold concept 
&om either survey. 

RECOMMENDATION 5.4. Appropriate agencies should conduct re­
search on methods to develop poverty estimates from household 
surveys with limited income infonnation that are comparable to the 
estUnates that would be obtained from a fully intplemented dispos­
able income definition of family resources. 

RECOMMENDATION 5.5. Appropriate agencies should conduct re­
search on methods to construct small-area poverty estimates &om 
the limited infonnation in the decennial census that are comparable 
with the estimates that would be obtained under a fully intple­
mented disposable income concept. In addition, serious consider­
ation should he given to adding one or two questions to the decen­
nial census to assist in the development of comparable estimates. 
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RECOMMENDATION 5.6. The Bureau of Labor Statistics should un­
dertake a comprehensive review of the Consumer Expenditure Sur­
vey to assess the costs and benefits of changes to the survey design, 
questionnaire. sample size, and other features that could improve 
the quality and usefulness of the data. The review should consider 
ways to improve the CEX for the purpose of developing poverty 
thresholds, for making it possible at a future date to measure pov­
erty on the basis of a consumption or expenditure concept of family 
resources, and for other analytic purposes related to the measure­
ment of consumption, income. and savings. 

OTHER ISSUES IN POVERTY MEASUREMENT 

RECOMMENDATION 6.1. The official poverty measure should con­
tinue to be derived on an annual basis. Appropriate agencies should 
develop poverty measures for periods that are shorter and longer 
than a year, with data from SIPP and the Panel Study of Income 
Dynamics, for such purposes as program evaluation. Such measures 
may require the inclusion of asset values in the family resource 

definition. 

RECOMMENDATION 6.2. The official measure of poverty should con­
tinue to use families and unrelated individuals as the units of analysis 
for which thresholds are defined and resources aggregated. The 
definition of "family" should be broadened for purposes of poverty 

measurement to include cohabiting couples. 

RECOMMENDATION 6.3. Appropriate agencies should conduct re­
search on the extent of resource sharing among roommates and 
other household and family members to determine if the definition 
of the unit of analysis for the poverty measure should be modified in 

the future. 

RECOMfdENl}ATION 6.4. In addition to the basic poverty counts and 
ratios for the total population and groups-the number and propor­
tion of poor people--the official poverty series should provide statis­
tics on the average income and distribution of income for the poor. 
The count and other statistics should also be published for poverty 
measures in which fanUly resources are defined net of government 
taxes and transfers, such as a measure that defines income in before­
tax tenns, a measure that excludes means-tested govermnent ben­
efits from income, and a measure that excludes all government 
benefits &om income. Such measures can help assess the effects of 
government taxes and transfers on poverty. 
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RELATING THE POVERTY MEASURE 
TO ASSISTANCE PROGRAMS 

More than 25 government programs that provided benefits and services to 
low-income families in 1994--such as food stamps, Head Start, Legal Services. 
Medicaid-linked their need standard for detennining eligibility for some or 
all applicants to the U.S. Department of Health and Human Services poverty 
guidelines, which are derived from the official poverty thresholds. The use of 
the proposed measure would improve the targeting of benefits to needy fami­
lies, and we encourage program agencies to consider adopting it as an eligibil­
ity criterion in place of the current measure. In doing so, program agencies 
should consider whether the proposed measure may need to be modified to 
better serve program objectives. For example, the proposed definition of 
family reSources may add administrative burdens in programs that currently 
obtain crude measures of applicants' gross money income to assess eligibility 
because more information is needed to determine applicants' disposable in­
come. In these instances, it may be preferable to implement a less detailed 
definition. 

Program agencies should also comider the implications of the recom­
mended method for updating the poverty thresholds. There may be conse­
quences for program caseloacls or waiting lines and costs if, over time, thresh­
olds developed under that method rise at a faster rate than thresholds that are 
simply adjusted for inflation. With constrained budgets, the relationship of 
program need standards to the poverty thresholds may need periodic adjust­
ment. 

In the Aid to Families with Dependent Children (AFDC) program, for 
which we Were asked to consider issues of a national minimum benefit stan­
dard, federal law currently defines "countable income." The definition is 
similar in concept, if not in specifics, to the proposed disposable income 
definition offamily resources. However, a unique feature of AFDC is that the 
states establish need standards for eligibility but are allowed to and often do pay 
benefits below that standard. Most state need standards and, even more so, 
most state benefit standards are considerably below the poverty thresholds, and 
the level varies widely across states-more widely than can be explained by 
differences in living costs. 

Currently, more than a dozen states link their need standard in some way 
to the current poverty guidelines. Again, the proposed measure would be an 
improvement for this purpose. We encourage the states to consider the use of 
the proposed measure, which includes an adjustment to the thresholds for 
geographic differences in housing costs, in setting their need standard for 
AFDC. 

It would also seem reasonable to consider the thresholds that are devel­
oped under the proposed measure as a goal or benchmark in any debate about 
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state or federal AFDC benefit standards. However, many factors properly 
enter into a determination of program benefit levels, and the result may well 
be standards that differ from those that make sense for a statistical measure of 
poverty. Such factors include constraints on available funding, the desire to 
target benefits to particular population groups, interactions among programs. 
and the desire to provide incentives to participants and potential participants. 
such as incentives to prefer work over welfare. Ultimately, the determination 
of appropriate assistance program benefit standards involves political judg­
ments about the appropriate balance of competing program objectives within 
the constraints of scarce resources. We hope, by·reviewing the issues, to help 
clarify the policy debate. 

RECOMMENDATION 7.1. Agencies responsible for federal assistance 
programs that use the poverty guidelines derived from the official 
poverty thresholds (or a multiple) to determine eligibility for ben­
efits and services should consider the use of the panel's proposed 
measure. In their assessment, agencies should determine whether it 
may be necessary to modify the measure-for example, through a 
sUnpler definition of fanilly resources or by linking eligibility less 
closely to the poverty thresholds because of possible budgetary con­
straints-to better serve program objectives. 

RECOMMENDATION 8.1. The states should consider linking their need 
standard for the Aid to Families with Dependent Children program 
to the panel's proposed poverty measure and whether it may be 
necessary to modify this measure to better serve program objectives. 
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June 8,1998 

DRAFT BACKGROUND MEMORANDUM FOR EOP PRINCIPAL'S MEETING 

FROM: 

Subject: Meeting on Income and Poverty Measures 

Purpose of the Meeting 

In early 1999, the Census Bureau will publish alternative measures of poverty based on the 
proposals contained in the 1995 National Research Council (NRC) report, Measuring Poverty: A 
New Approach. The current official poverty measure dates back to the 1960s, and while it has 
been an important contributor to public debate and policymaking, the NRC report reflects a 
broad consensus that the measure is out-of-date and in need of revision. 

Poverty measurement involves two concepts: (1) A definition offamily income; and (2) A 
"threshold" against which income is compared to determine if a family is poor. Changes in 
these two concepts will have a direct impact on statistics used by the public for informational 
purposes. Changes will also likely have an effect on Federal programs as well. 

Because of the importance of an independent statistical system, the Census Bureau plays the 
major role in deciding technical issues regarding poverty measurement. However, because of the 
important policy and political implications of the poverty concept, Census has asked for advice 
from the EOP (because OMB, through OIRA's Statistical Policy Office, is the statutory arbiter of 
the "official" poverty measurement methodology) on the upcoming report. 

In response to Census' request, CEA, DPC, NEC, and OMB formed a policy working group. 
(Among the agencies, only the Deputy Assistant Secretary for Human Services Policy at HHS 
was invited to participate because of her expertise on poverty measurement.) This working 
group has held a series of meetings, and prepared the attached memo to outline its tentative 
guidance to Census. The meeting ofEOP Principals is intended to review the working group's 
conclusions before they are transmitted to Census. It is important to emphasize that we are only 
being asked to give advice to the Bureau of the Census; what it actually publishes is its decision. 

There are four global issues to be decided; the first two are most pressing because we need to 
give guidance to Commerce as soon as possible: 

1) Should the Census Bureau select or highlight a single alternative poverty measure, or present 
several equally in its forthcoming report? Do the principals have a single preferred measure that 
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they would like to see replace the current official measure? Would anointing a single measure at 
this time be premature, and prejudge the analytical process? Would it raise ire in the Congress? 
If we do not anoint a single preferred measure at this time, will it be difficult to select one later 
should we want to switch the "official" definition to one of the proposed alternatives? 

2) There are also two technical issues (policy options I and 4 in the background memo) that 
require careful consideration. 

• 

Should we advise Census to benchmark the new poverty measure to the old poverty rate 
in the current year (so that the number of people classified as poor would remain the 
same, although the distribution would change)? Should Census implement the NRC 
recommendations, which would result in a higher poverty rate (e.g., 18% rather than 
13.7% in 1996)? 

Ifthere is only one measure reported by Census, should it account for differences in 
medical out-of-pocket (MOOP) expenditures among households in the way 
recommended by the NRC, namely, subtracting them from income before a family's 
poverty status is calculated? (An alternative choice is to add them to the thresholds -­
which of these methodologies should be used is a technical choice best left to Census.) If 
we believe that several measures should be equally reported by Census, should one of 
them account for medical expenditures using a different methodology? 

3) How should the Administration proceed toward a new official measure of poverty? Should it 
proceed along a timetable to replace the current official measure before the end of this 
Administration? If so, what process do we need to establish to move forward on this in a timely 
fashion? Or, should the Administration proceed more cautiously, letting a consensus build 
around a preferred measure among the community of users of poverty statistics, but possibly 
lessening the chances that the official measure is ultimately changed? 

4) In addition to OMB's designation of the "official" poverty measurement, HHS also issues 
administrative poverty guidelines, used in certain program eligibility calculations. If revised 
poverty thresholds are adopted as part of a new poverty measure, would the Administration 
continue the old administrative poverty guidelines, or make them consistent with the new 
threshold measure? Ifthe guidelines are made consistent, would the Administration make 
progranunatic changes to mitigate the effects on eligibility and spending of switching to the new 
guidelines? 
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TECHNICAL BACKGROUND ON INCOME AND POVERTY MEASURES 

The Current Poverty Measure 

The methodology by which current poverty thresholds are determined was developed in the early 
1960s by Mollie Orshansky, a staff economist at the Social Security Administration. She 
developed a set of poverty thresholds that vary with the number of adults, the number of 
children, and the age of the family head. These thresholds represent the cost of a minimum diet 
multiplied by 3 to allow for non-food expenditures. The multiplier of 3 was chosen because the 
average family in 1955 spent one-third of its after-tax income on food. Since the late 1960s, the 
thresholds have simply been updated annually to adjust for price inflation -- i.e., the measure of 
poverty has remained virtually unchanged for 35 years, despite substantial changes in family 
behavior and government policy. 

The NRC panel identified several weaknesses in the current poverty measure: 

• The current poverty measure takes no account of changes in taxes (i.e., the expansion of 
the EITC) or in-kind benefits (i.e., Food Stamps). 

• The current measure does not distinguish between the needs of working and non-working 
families. In particular, it does not reflect the cost of child care and other work expenses 
for working low-income families. 

• The current poverty measure takes no explicit account of medical care costs, which vary 
significantly across families and have increased substantially since the current poverty 
measure was developed. 

The NRC Recommendations 

In order to understand the NRC panel's recommended revisions, one must understand the basics 
of determining poverty. A family is considered poor when its resources fall below a 
predetermined poverty line or threshold. Therefore, one must develop a methodology for 
estimating family resources and for defining the threshold resource level below which a family is 
considered poor. 

1. Defining Family Resources 

Under the current poverty calculation, the definition of family resources is cash income. The 
NRC recommendations would estimate family resources as: 

Family resources = Cash income + Near-money in-kind benefits - Taxes - Child care 
costs - Work expenses - Child support payments - Out of pocket 
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medical care expenditures (including health insurance premiums) 

The rationale for subtracting taxes, work and medical expenses from family resources is that 
these expenditures are typically not discretionary and reduce the family income available to 
achieve a basic quality oflife. 

There is near consensus among researchers that adjusting for near-money in-kind benefits 
(primarily Food Stamps and housing subsidies) and taxes would be an improvement in how 
poverty is measured. There is slightly less agreement on whether child care costs, work 
expenses, and child support payments should also be deducted because an unknown proportion 
of these expenses is likely discretionary. (The NRC proposes to cap the amount of child care and 
work expenses that can be subtracted to deal with this problem.) As discussed below, the 
adjustment for out-of-pocket medical care expenditures is more controversial. 

2. Defining a Poverty Threshold 

A threshold must be determined against which to compare a family's resources. The NRC panel 
recommends basing the threshold on expenditures on "necessities" (food, shelter, and clothing) 
plus a little more. Specifically, the NRC panel recommends selecting the 30th to 35th percentile 
in the distribution of annual expenditures on food, shelter, and clothing among families of four 
(two adults and two children), and then multiplying this expenditure level by between 1.15 and 
1.25. Thresholds for other family sizes and types would be determined by an equivalency scale 
calculation. 

The NRC recommends adjusting these thresholds to take into account geographic variation in 
cost of living, based on differences in housing costs by region and by city-size. It also 
recommends adjusting the thresholds over time by recalculating them from expenditure data on 
an annual basis. 

OPTIONS FOR DISCUSSION 

1. Recommendation regarding determining the level ofthe poverty threshold. 

The NRC panel acknowledges that the actual level at which the poverty threshold is set (and 
hence the final poverty rate) is inherently arbitrary and cannot be determined on the basis of 
purely statistical judgements. There are two primary options: 

A. The NRC alternative. As described above, the NRC panel recommends establishing a 
threshold based on the 30th-35th percentile in the distribution of annual expenditures for a family 
of four, with a small multiplier to account for additional small personal expenditures. As shown 
in Tables I and 2, column 3, this would raise the 1996 poverty rate from 13.7% to 18%, and 
increase poverty among all subgroups. In addition, (as described further in Option B) this 
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change will alter the composition of poverty among various subgroups.) 

B. Benchmarking. The NRC panel also considered poverty estimates that benchmark the 
alternative poverty rate to equal the old poverty rate in a given year. The Census has done a 
number of such benchmarked calculations for 1996, as shown in Tables 1 and 2, column 2. (The 
report issued early next year would benchmark to 1997.) Benchmarking would assure that the 
aggregate poverty rate is identical for the official and the alternative measure in the benchmark 
year. But the distribution of poverty among subgroups within each measure would differ (see 
Table 2). In general, working families and families with large out-of-pocket medical expenses 
become poorer and non-working families with substantial in-kind benefits become less poor. 
This has geographic as well as subgroup poverty rate implications. Similarly, both historical and 
future trends would differ. For instance, the alternative measure is identical in 1996 but higher in 
1991. (The faster fall using the alternative measure is largely due to the expansion in the EITC.) 

Pros of using the NRC measure: 
• Incorporates the recommendations of the NRC panel, based on their professional 

judgement from the best available evidence. 

• Generates dollar threshold levels that are quite similar to the current illillill: thresholds 
(although the resources to which the thresholds would be compared are quite different). 

Cons of using the NRC Measure: 
• Results in a higher poverty rate (although the trends over time are similar.) 

Pros of Benchmarking: 
• May provide an easier transition to the new methodology because there will not be a 

change in the overall level of poverty. 

• Focuses the arguments on the relative distribution of who is poor rather than how many 
people are poor. 

Cons of Benchmarking: 
• Violates the NRC recommendation that the threshold should be based on the 30th-35th 

percentile in the expenditure distribution. In order to benchmark, the threshold falls to 
(about) the 25th percentile of expenditures on food, shelter, and clothing. 

2. Recommendation regarding updating the thresholds over time 

Currently the poverty threshold is updated annually using the CPr. This, however, does not 
allow for adjustments that reflect changes in underlying consumption patterns that might affect 
the revised thresholds. For instance, food prices have decreased relative to other goods over 
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time, while housing prices have increased. There are two options: 

(A) Recalculate the thresholds annually as a share of consumption on food, shelter, and clothing. 
(This is recommended by the NRC pane\.) 

(B) Update the thresholds on a year-to-year basis using a price index (preferably one based only 
on food, shelter and clothing). Implement a regular process (every 5-1 0 years) of reviewing the 
poverty measure and recalculating the thresholds. 

Pros of Re-calculating the Thresholds: 
• Regular recalculation will allow the poverty thresholds to reflect more accurately changes 

in consumption patterns and standards of living. 

• Without an expectation that the thresholds will be re-calculated regularly, it may be hard 
to update them at all. 

• Under certain data circumstances, recalculation could move the threshold a large amount 
or in an unexpected direction. This might raise substantive and political concerns. 

Pros of Updating Using the CPI: 
• Using the NRC methodology, the poverty thresholds are somewhat relative (i.e., they are 

affected by changes in the distribution of household expenditures.) As a result, they are a 
moving target and do not provide an absolute standard of need. A CPI adjustment would 
make it easier to compare poverty from year-to-year against a constant standard. 

• Because consumption patterns and standards of living change slowly, it may be better to 
take them into account periodically rather than annually. 

• An update with a CPI for necessities only (food, clothing, and shelter) may capture most 
of the relevant changes and would make it easier in the short run to understand the 
updating procedure. 

• The data may not be good enough for an annual re-calculation of the thresholds. 

NOTE: The EOP Policy Working Group recommends Option (8), 

3. Recommendation as to whether thresholds should be adjusted for geographic variation. 

The NRC panel recommended adjusting the poverty thresholds for cost-of-Iiving differences 
across regions and by city size. Census proposes to make such adjustments based on housing 
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cost differences (which have much greater regional/city size variation than food or clothing.) 

Pros of Adjusting for Geographic Variation in Cost of Living: 
• Most statisticians and economists agree that such adjustments should be made if data are 

available. 

Cons of Adjusting for Geographic Variation in Cost of Living: 
• There is no one "right" way to make such adjustments and the issue could be highly 

politicized. 

• The data available to make such adjustments are limited and may not be entirely reliable. 

• Implementing such an adjustment in the poverty line threshold could lead to pressure to 
provide regional cost adjustments in a wide variety of other government programs, from 
Social Security benefits to tax payments. 

NOTE: The EOP Policy Working Groyp recommends against geographic price adjystments. 

4. Recommendation regarding how to account for medical care expenditures. 

Since the mid-l 970s, analysts have been concerned that the official poverty rate overstates the 
extent of poverty among beneficiaries of Medicare, Medicaid, and private health insurance. At 
the same time, the official poverty rate may understate the extent of poverty among populations 
with large medical expenditures. Most analysts agree that, in principle, medical care "needs" 
should be incorporated into the calculations of the threshold and family resources (i.e., families 
with higher medical needs should have higher thresholds; those with more generous medical 
benefits should be considered to have more resources; and those who must spend more to 
achieve "good health" should have those expenses subtracted from their resources). However we 
cannot observe a family's medical need. In addition, it is not clear that one can simply impute 
the cash value of insurance benefits and add this to income. The "extra" benefits received from 
insurance to cover expensive medical services do not provide income that can be used for any 
other purpose. 

To understand the difficulties, consider including medical benefits into the income calculations. 
Adding medical benefits to income, without also adjusting the poverty threshold, has the 
perverse effect of making sicker individuals appear better off. Other proposals to adjust the 
poverty threshold (without also adjusting resources) run into similar problems. 

In the end, the NRC panel recommended subtracting all medical out-of-pocket (MOOP) 
expenses (including health insurance premiums) from income, without trying to value health 
insurance as a part of income or medical need as a part of the thresholds. Hence, family 

....... 
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resources are measured net ofMOOP. Those individuals with good insurance will have few out­
of-pocket expenses; those without insurance who face health problems will have lower measured 
incomes as they pay more for medical care. 

This adjustment accounts for the larger poverty rates using the NRC methodology. For example, 
in 1996 the poverty rate was 13.7% using the current methodology; it would have been 18% 
using the NRC methodology, but only 13.2% using the NRC methodology without the medical 
expenses adjustment. This adjustment nearly doubles the poverty rate for the elderly, raising it 
almost to the rate for children. This adjustment is one of the most controversial of the NRC 
recommendations. 

There is general agreement that ignoring medical care and medical expenses entirely is not a 
good idea, particularly given the rapid increase in medical costs in the past 30 years, the extent of 
uninsurance among the low-income population, and this Administration's concern with it. In 
addition, if we do not adjust for medical care (in some way) now, it may be much harder to do so 
in a few years when we will have better data (because the change will be so dramatic it will be 
viewed as another big methodology change). 

There are three approaches to incorporating medical care and expenses: 

(A) Follow the NRC recommendation and subtract MOOP from family resources. This makes 
families with unreimbursed medical expenses less well-off than other families. 

(B) MOOP could be added to the thresholds rather than subtracted from resources. (The choice 
between options (A) and (B) is a technical decision that Census should address.) 

(C) Try to impute the value of health insurance to resources, so those with insurance have higher 
resources. Health insurance should then also be imputed into the thresholds. 

Pros of Adjustingfor MOOP (either options (A) or (B)): 
• While not perfect, under the NRC recommended adjustment families with higher 

unreimbursed medical expenditures will be "poorer." The NRC recommended 
adjustment would also be sensitive to changes in health care financing that would 
decrease MOOP and thereby increase disposable income and reduce poverty. 

Cons of Adjustingfor MOOP (either options (A) or (B)): 
• The data that are currently available are out-of-date (but we should have updated 

information available in a mote timely fashion within another year.) 

• The NRC recommended approach relies on the controversial assumption that all medical 
care expenditures are nondiscretionary. (This concern could be mitigated to some extent 
by imposing a cap on the amount of medical expenses.) 
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Pros of Imputing the Value of Health Insurance into Resources and Thresholds: 
• Provides a more complete accounting of all medical resources available to a family. 

Cons of Imputing the Value of Health Insurance into Resources and Thresholds: 
• There is no accepted "correct" way to do this. The data here are probably more unreliable 

than the data needed to impute the value ofMOOP to families. 

• Many analysts agree with the NRC panel that the value of health insurance is quite 
different than (say) the value offood stamps, which are far more fungible. Mixing in 
health insurance coverage with economic need causes interpretational and conceptual 
problems to a measure of economic need. 

• To date, Census has been following the NRC recommendation. Ifwe asked them to 
switch to this approach, it might require substantial additional work and seriously delay 
their report. 

NOTE: The EOP Policy Working Group recommends that Census incorporate medical care in 
some way and recognizes that option (A) is the most practical and realistic for the short term. 
However. the group strongly recommends that Census thoroughly investigate the impact of 
option (8). and continue work on other approaches to incorporating medical care and 
elq!enditures. such as by valuing medical health insurance (option (C». 

S. Recommendations regarding which alternatives Census should publish and/or how they 
should be presented. 

The current plan is to publish a small number (maybe 3) of alternatives. For instance, the Census 
could publish a I 997-benchmarked poverty rate and a NRC-alternative poverty rate, providing 
two alternatives. Or it could publish a 1997-benchmarked poverty rate including all of the NRC 
recommendations, and then publish the same thing without MOOP, or without geographical 
price variation. (There will be extensive appendices in this report that will report a wide variety 
of different poverty calculations, to demonstrate the statistical properties of the poverty 
measurement recommended by NRC.) 

• Will it be confusing to publish multiple (even a small number of) alternatives, as opposed 
to only one alternative? How will this affect how the report is received? How should 
these be presented? 

• What problems will it create to have multiple alternatives if at some future point we want 
to redefine the official poverty rate to one of these improved alternative measures? 
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Table 1. Poyerty Rates and Thresholds under Alternative Measures. 199! -96. CPS 

Poverty Rates 
1991 
1992 
1993 
1994 
1995 
1996 

Thresholds for 2 adults 
and 2 children (in dollars) 

1991 
1992 
1993 
1994 
1995 
1996 

Official 
measure 

14.2 
14.8 
15.1 
14.6 
13.8 
13.7 

13,812 
14,228 
14,654 
15,029 
15,455 
15,911 

Benchmarked 
to 1996 

14.5 
15.3 
15.7 
14.7 
13.8 
13.7 

11,891 
12,249 
12,616 
12,938 
13,305 
13,698 

NRC 
Experimental 

18.9 
19.6 
20.2 
19.0 
18.2 
18.0 

13,891 
14,309 
14,738 
15,115 
15,543 
16,002 
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Table 2. Poverty Rates under Alternative Measures. 1996. CPS 

Official 
measure 

All persons 13.7 

Children 20.S 
Nonelderly adults 11.4 
Elderly 10.8 

White 11.2 
Black 28.4 
Hispanic origin 29.4 

One or more workers 9.S 

Persons in family of type: 
Married couple 6.9 
Female householder 3S.8 

Geographic regions: 
Northeast 12.7 
Midwest 10.7 
South IS. 1 
West IS.4 

Metro/CC 19.6 
NotCC 9.4 
Nonmetro IS.9 

Benchmarked 
to 1996 

13.7 

18.1 
11.5 
IS.6 

11.8 
2S.2 
28.S 

10.0 

7.8 
32.3 

14.3 
10.3 
14.2 
16.1 

19.2 
10.6 
13.5 

NRC 
Experimental 

18.0 

23.8 
IS.0 
20.4 

IS.6 
32.0 
37.7 

13.6 

11.1 
40.4 

18.8 
13.8 
18.3 
21.0 

24.7 
14.1 
17.S 
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APPENDIX 
The Effect of the Poverty Measure on Program Eligibility and Benefits 

The Congressional Research Service has identified 26 programs that are affected by the 
measure of poverty. Many of the program connections to the poverty definition are unique, and 
many are highly complex. Hence, we do not yet have a precise estimate of how program costs or 
coverage would be affected. 

We should not leap to the conclusion that this large number of programs would dictate a 
large Federal cost impact of a new measure of poverty. Many of the affected programs are small, 
and many of the programs may be affected to only a limited degree by even a change in the 
measured aggregate incidence of poverty. Some of the programs are discretionary, meaning that 
their aggregate cost is set by appropriation; a change in the measure of poverty would affect only 
the geographic distribution of those funds (though that could, in itself, be a matter of political 
concem, if such reallocations should prove to be significant). However, where at least a few 
large programs are involved, it is essential to investigate the potential impact carefully. 

There are two schools of thought on the potential budgetary or allocational effect of a 
change in the definition of poverty. 

Gordon Fisher, the analyst at HHS who oversees the production of the poverty guidelines 
used in some programs, presents one perspective in a recent paper: 

A number of people believe that the poverty guidelines affect many big entitlement 
programs. That belief is an exaggeration ofthe actual situation. Most of the Federal 
programs using the guidelines are medium-sized or small, with only a few big programs. 
Moreover, most...are discretionary programs ... Only a few programs using the guidelines 
are mandatory: Medicaid, the Food Stamp Program, and child nutrition programs (mainly 
the National School Lunch Program).' 

Offering a different perspective, a recent issue of Focus, the periodical of the Institute for 
Research on Poverty, notes: 

For example, the NRC study panel proposed that the measure take into account work­
related expenses in families where at least one person is employed. Such a change could 
have important implications for the allocation of federal funds between local areas where 
the proportions of working and nonworking families differ. Including geographic 
variations in housing costs might have similar far-reaching effects. Before introducing a 

'G. Fisher, " Disseminating the Administrative Version and Explaining the 
Administrative and Statistical Versions of the Federal Poverty Measure." Clinical Sociology 
Reyiew, vol. 15 (1997), p. 165. 
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new property measure for program purposes, policy makers must determine whether the 
resulting redistribution of resources will be more equitable, or will have unexpected and 
capricious effects. 

As Fisher suggests, the discretionary - mandatory distinction is important. As noted 
above, the issue for discretionary programs is not the amount of funding, which is determined by 
appropriations (though Congress could change future appropriations under the influence of a 
changed measure of poverty), but rather the geographic allocation of a fixed amount of 
appropriations. The geographic allocation of relevant discretionary program funds can depend 
upon the incidence of poverty in particular locations. Therefore, these programs are affected by 
the actual poverty measure, based on the official thresholds and income concept. The ties 
between these programs and poverty vary considerably, and staff are undertaking the task of 
determining how much effect a change in the poverty concept could have. These allocations may 
or may not change by much, depending upon the extent to which the new poverty measure 
reallocated poverty geographically; the role of poverty in the allocation of the discretionary funds 
(some programs use poverty as only one of several indexes by which to distribute funding); the 
lag between the measurement of poverty and the actual effect on the program (some programs 
use poverty as measured in the decennial census); and other factors that can be determined only 
through a program-by-program search. 

Besides the official poverty thresholds and the income definition, there are poverty 
guidelines. The Federal poverty guidelines are the version of the official poverty measure used 
for program purposes. They are issued by HHS annually, and are based on a simplified and 
updated version of the previous year's Census poverty measure. 

Staff are in the process of determining the potential effects of a change in the poverty 
measure on the two largest programs affected by the poverty measure, Medicaid and the Food 
Stamp Program, as well as the smaller programs. In Medicaid, while most recipients qualify for 
coverage because of their participation in other means-tested programs such as T ANF and SSI 
(programs that do not use the poverty line in their eligibility criteria), changes in poverty 
thresholds could affect at least three major Medicaid eligibility groups: women, infants and 
children up to age 6 with family incomes below 133 percent of poverty and children from age 
6 to 18 with incomes at or below the poverty level (this provision is being phased in for all 
poor children under age 19 by FY 2002); families, children and other uninsured in the 
Medicaid waiver States that have extended coverage beyond current law requirements based on 
income in relation to the poverty guidelines; and new groups of low-income Medicare 
beneficiaries who qualify for partial coverage under Medicaid. In all, people whose eligibility 
for Medicaid is related to the poverty line are estimated to account for about 20 percent of 
Medicaid recipients. Since most are in families with incomes well below the specified level, 
only a small fraction would actually be affected by a poverty line change. Further, most of the 
new enrollees would be children, whose average health care costs are low. Still, Medicaid is 
such a large program that even a small proportionate change in costs could involve a significant 
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number of dollars. 

The poverty guidelines are used in the Food Stamp Program to set gross income 
eligibility--only families with gross incomes below 130% of the poverty line are eligible for food 
stamps. Actual food stamp benefits are calculated based on net income, however--income after 
deductions for work expenses and various other things. Net income is compared to a specific 
benefit allotment, determined nationally for each family size, and that benefit is reduced by 30 
cents for every dollar of net income the family receives. In practice, the benefit allotment for 
most families with incomes near the gross income eligibility limit would be small. Many 
families would be eligible only for zero benefits. Even where families are eligible for some 
positive benefits, take-up rates among those eligible for small amounts offood stamp benefits 
tend to be low--the hassle of getting and using food stamps exceeds their value for most such 
eligibles. Thus, the gross income eligibility cut-off for food stamps is more theoretical than real­
-families at or near 130% of the poverty line will almost always be eligible only for very low or 
zero benefits, and are unlikely to participate in the program. For these reasons, we would expect 
the effect on Food Stamp costs to be smaller than that for Medicaid. 
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Record Type: Record 

To: Rebecca M. Siank/CEA/EOP 

cc: See the distribution list at the bottom of this message 
Subject: Re: Draft options memo for Principal's meeting on poverty measurement ~ 

This is a very helpful summary of the issues. I had a few relatively minor comments. 

1. 3rd sentence under Background: "IT IS" should be lower case. 

2. Under Options section 1.B. (Benchmarking). should the sentence in parens say "The faster fall is 
largely due to the expansion in the EITC"? 

3. Also under Options section 1, is there anything we can see about whether benchmarking ever] 
allows us to "catch up" with the "real" (higher) poverty rate? In other words, if this results in a 
lower poverty rate than the NAS measure would in order to ease the transition to new 
methodology, does this permanently hold down the rate? 

4. Also under Options section 1, any Deputies recommendation? 

5. Attachment 1 (from HHS): Pat, does the 2nd sentence of the 4th paragraph where you talk 
about Medicaid, accurately describe the "delinking" in PRWORA? Technically, isn't link back to 
AFOC not TANF? Is it true that no states use poverty guidelines in defining TANF eligibility? 

Message Copied To: 

Sally Katzen/OPD/EOP 
Elena Kagan/OPO/EOP 
Joseph J. Minarik/OMS/EOP 
Katherine K. Wallman/OMS/EOP 
pruggles @ osaspe.dhhs.gov @ inet 
Paul Sugg/OMS/EOP 
Mark A. Wasserman/OMS/EOP 
Cecilia E. Rouse/OPD/EOP 
Richard S. Savier/OMS/EOP 



Record Type: Record 

To: Rebecca M. Blank/CEA/EOP. Andrea Kane/OPD/EOP 

cc: See the distribution list at the bottom of this message 
Subject: Re: Draft options memo for Principal's meeting on poverty measurement -Reply 

Andrea--

You're right that technically Medicaid eligibility under PRWORA is linked 
back to whether or not the recipient would have been covered under the 
State's AFDC rules, not whether they are actually covered under the 
TANF rules, which may be more generous. In practice, however, all 
States currently make all TANF feci' t5 cate arieall eli ible for 

e Ie af as I have aen able to find out. I am checking further to 
be sure there are no exceptions. 

Also, TANF eligiblity in all States is linked to specific dollar cutoffs for 
both the need standard and the payment standard. These dollar amounts 
are set by the State and as far as I have been able to determine n~of 
the States uses the poverty guidelines in setting these amounts. In any 
case, there IS no automatic linkage between these amounts and the 
poverty guidelines--nobody's payment standards change a11tproatic.ally 
when the guidelines change, for example. 

Message Copied To: 

Joseph J. Minarik/OMB/EOP 
Katherine K. Waliman/OMB/EOP 
Mark A. Wasserman/OMB/EOP 
Paul Bugg/OMB/EOP 
Richard B. Bavier/OMB/EOP 
Cecilia E. Rouse/OPD/EOP 
Elena Kagan/OPD/EOP 
Sally Katzen/OPD/EOP 



II Andrea Kane .... ..-.1 
Record Type: Record 

To: Elena Kagan/OPD/EOP . 

cc: Cynthia A. Rice/OPD/EOP. Laura Emmett/WHO/EOP 
Subject: Update on Measuring Income and Poverty 

I've gone to two policy group meetings on revising the poverty measure chaired by Becky Blank and 
wanted to let you know where things stand. The first meeting just established the group and an 
agenda. The second provided an overview of the issue: why do we need a new measure, how 
might it differ from the current measure, and what are the key decision points in developing a new 
measure. The purpose of the group is to identify and resolve policy issues that arise as Census 
works toward publishing alternative measures of poverty. This effort is based largely on the 
recommendations from the Nt'l Academy report, although there are some areas where the report 
did not make specific proposals. 

Policy issues are likely to surface around: benchmarking the poverty threshold, geographic 
adjustments, adjusting the measure over time, and treatment of medical expenditures and benefits. 
AntiCipated processltimeframes Include: giVing Census Initial poilc and technical ida"ce b June 
so t ey can release several alternative measures on an experimental basis, along with an analysis of 
their Impacts, next Fall in order to get both technical and policy feedback. The policy group would 
continue to stay Involved to assess the reaction, review the broad parameters of a revised measure, 
and consider policy and legislative implications. This would then feed into development of a revised 
measure to be implemented in the fall of 1999 

The policy group includes CEA, NEC, OMB, OPC, and HHS. It will meet every two weeks 
through the end of May. I'll plan to attend these meetings and alert you as big issues arise. Please 
let me know if there are particular issues you are concerned about. Meetings are Mondays from 
3:30-5 in Room 324 on 3130, 4/13, 4/27, 5/11 and 5/26 ITuesday due to holiday) if you want to 
attend. In addition, a technical group comprised of experts in the various agencies, chaired by 
Katherine Wallman from OMB, continues to work through a variety of issues. 
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